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Court ordered sale of the Chicago, Milwaukee & St. Paul Rd. for $112,500,000, 1924, 
DANIEL GUGGENHEIM, pioneer in aerial transportation, died, 1930. 














Radio telephone conversation was carried on between Virginia and Honolulu, 1915. 
Long-distance telephone service was established between the U. S. and Mexico, 1927. 





First commercial hydro-power station was put into service at Appleton, Wis., 1882. 
First gas street lamps amazed the citizens of Brooklyn, N. Y., 1825. 
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The Board of Railroad Commissioners of North Dakota was created, 1889, 
Special delivery mail service was established by the U. S. Post Office, 1885, 











WEBSTER WAGNER, inventor of “palace” and sleeping cars, was born, 1817. 
Western Union Tel. Co., rejected offer to buy Bell telephone patents for $100,000, 1876. 





Stagecoach delivered St. Louis mail in Los Angeles in 17 days, 1859. 
First electric railroad outside of exhibitions was operated in Germany, 1881. 





Minimum passenger fare on coaches from St. Louis to Montana was set at $600, 1801. 
“Great Republic,” queen of the transatlantic clipper ships, was launched, 1853, 





Work on the first Atlantic cable was begun in Valentia, Ireland, 1857. 
Philadelphia and Portland were connected by telephone service, 1888. 








The first time table (for stagecoaches) was issued by JAMES MONROE, 1732. 
GEORGE WESTINGHOUSE, inventor of the airbrake, was born, 1846, 





First successful railroad in the U. S., Granite Railway Co., opened in Mass., 1826. 
First public utility securities were offered on N. Y. Stock Exchange, 1830. 








Citizens of the U. S. celebrated the opening of the Erie Canal, 1822. 
N. Y. Central Railroad began passenger service between New York and Albany, 1851. 





FRANCIS HAWKESBEE created light in a globe, anticipating the electric light, 1709. 
First two-way conversation was held over telephone wires, Boston, 1876. 





The Railroad Commission of the state of California was created, 1911. 
First passenger-carrying coach on any railroad, “Experiment,” began service, 1825. 





JOHN FITCH enrolled first passenger for his historic steamboat trip, 1853. > 
Soviet Russia’s hydroelectric power plant on the river Dneiper was opened, 1932. 
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Inflation: 


What It May Mean to the Public Utilities— 
and to Their Security Owners 


What “inflation” signifies, the form it may take, 

and what may ensue in case the government is 

compelled to put into effect the measures which 

have been authorized to carry through the NRA 
program. 


By SAMUEL CROWTHER 


IRST, let us define what we are 
talking about. 


Inflation means the creating of 
money—either in the form of current 
hand money or of bank deposits— 
faster than the rate of the production 
of goods. Since prices are in terms 
of the money in use, the provision of 
more money than can be absorbed to 
transfer goods is supposed to lead to 
the marking up of prices to the 
amount of the extra money. In finan- 
cial kindergartens, it is stated as a 
fact that, if the quantity of money be 


doubled while production remains un- 
changed, prices will double. 

Everyone in these days wants to 
know something of the effect of in- 
flation upon his own affairs, in order 
to prepare for a defense against it or 
to prepare for a rousing welcome. 
For there are two points of view on 
inflation. But only debtors are sup- 
posed to be in the welcoming line. 
The utilities are usually both credi- 
tors and debtors. But, as a rule, they 
are more largely debtors than credi- 
tors, because of their bond issues. On 
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the other hand, their incomes are fixed 
almost as rigidly as a rentier’s, while 
the costs of operation are governed 
by current prices. 
Let us then endeavor to discover : 
1. What inflation is. 
2. The present means of bringing 
it about. 
3. The chances that it will be tried. 
4. The chances that, if tried, it will 
raise prices, and when. 
5. The effect on the utilities of high 
prices brought about by inflation. 


HE word “reflation” has come in- 

to use by those who desire to 
avoid the implications of German in- 
flation. If the word means anything, 
it means inflating to a fixed point— 
taking for granted that inflation can 
be started and stopped at will. De- 
flation is the process of decreasing the 
supply of money and credit at a rate 
faster than production, so that each 
unit of production will have to be 
measured with a smaller number of 
money counters—that is, by lower 
prices. Higher prices, it is assumed, 
always bring a joy and a confidence 
that set the wheels to running, while 
deflation brings a sadness and a de- 
spair that gum the works. 

We have at the moment no mone- 
tary system, unless it be that our 
silver certificates constitute a system 
—for these step-children of our cur- 
rency happen to be the only promises 
to pay which have not been dis- 
honored. A silver dollar, in so far as 
I know, can still be had on the pres- 
entation of a silver certificate. All 
our other paper moneys are, since the 
suspension of gold payments, simply 
promises to pay, with postscripts to 
the effect that the promises do not 
mean anything. We are in an era 


of fiat money in fact, although per- 
haps not in law. 

The gold certificates outstanding— 
which are in the nature of warehouse 
receipts—cannot be redeemed for 
gold. The National Bank notes and 
the two kinds of Federal Reserve is- 
sues, although largely based on goy- 
ernment and other securities, are still 
fiat money because there is no way 
of selling the securities behind them 
except by agreeing to take in payment 
the very notes that are based on the 
collateral being sold. This, of course, 
would be a ridiculous process. 


T' would not make any great differ- 
ence what we use for money in 
domestic trade, provided we retain a 
control over our foreign exchange, 
for in domestic trade goods exchange 
against goods and the only need for 
money is in settling balances. Our 
only present control over foreign ex- 
change, however, is the embargo on 
gold shipments. Therefore our do- 
mestic currency for all articles of 
world trade is valued in part by the 
actual state of our international bal- 
ance and in part by speculation. Since 
it is believed in foreign circles that a 
paper dollar is not worth as much as 
a gold dollar, dollars are at a fluctuat- 
ing discount. The greater the dis- 
count, the higher the rise in the prices 
of stocks and world commodities, such 
as wheat and cotton. I say “rise” in 
prices because, in so far as we are 
concerned in this country, the prices 
do rise in relation to the general price 
level, but an American living abroad 
would find things quite different. If, 
say, he lived in France or Holland, 
which are on the gold standard, and 
sold his American securities when the 
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stock market was rapidly advancing, 
he would actually have received less 
in gold than early in March when 
prices were stagnant and we were 
still on the gold standard. At the 
moment of writing, there has been an 
actual gold rise in many American 
stock and commodity prices. The ac- 
tual extent of any rise on any day can 
be found by comparing the price with 
the discount on the dollar for that 
day. That part of the advance which 
is accounted for by the change in the 
gold value of the dollar is not an ad- 
vance in value but only a repricing in 
the day’s dollar. And the actual ex- 
tent of the rise beyond the gold value 
must also be calculated in terms of 
gold before the actual gold rise can 
be known. In order to know what 
a price means on any day, it is neces- 
sary only to hire a good mathemati- 
cian who has had some experience in 
astronomy. 


pats one of the methods of infla- 
tion is to decrease the gold value 
of the dollar, we have already had a 
sample of how irregularly prices move 
in response to inflation and how un- 
settled are the conditions brought 
about by the stimulus of money value 
speculation and the false buying in- 
duced by a flight from the dollar. As 
everyone has noticed during the 
months since the country suspended 


gold payments, by no means all prices 
have gone up. In the course of time, 
all prices do adjust themselves to the 
value of the dollar, but instead of be- 
ing instantaneous, it can be noted, in- 
flation may be rather a slow price- 
raising method. For instance, during 
the period 1921-29 the Federal Re- 
serve System increased credit at a rate 
faster than production. This was not 
generally known. On the contrary, 
the expansion of business was taken 
as a certain evidence of the wealth 
and power of the country, and, al- 
though a few began to realize in 1928 
that the activities of the stock market 
were unnatural and based upon infla- 
tion, the break in 1929 was a com- 
plete surprise to many ardent and in- 
nocent speculators. 


‘y= administration was provided 
by Congress with practically ev- 
ery known inflationary device. 

There are two kinds of monetary 
inflation possible. The one has to do 
with currency and the other with 
credit. The President has the au- 
thority to issue three billions in green- 
backs—that is to say, in fiat money. 
He also has the authority practically 
to direct the purchase of government 
securities by the Federal Reserve Sys- 
tem—which is a method of inflating 
bank credit. And finally he has power 
to devaluate the gold content of the 


e 


“On y debtors are supposed to be in the welcoming line 
The utilities are usually both creditors and 


q of inflation. 
debtors. But, as a rule, they are more largely debtors than 


creditors, because of their bond issues. 


On the other hand, 


their incomes are fixed almost as rigidly as a rentier’s, while 
the costs of operation are governed by current prices.” 
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“Taking for granted that a heavy inflation is under way, 
. . . the utilities could be kept going only by frequent large 
grants of money from the local or Federal government.” 
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dollar up to 50 per cent. Probably 
he has the right to introduce a rubber 
dollar, according to the theories of 
Professors Fisher and Warren. This 
elastic dollar would have its gold con- 
tent changed according to a commod- 
ity index, so that the purchasing pow- 
er of money would remain relatively 
stable and debtors would never be 
penalized by a rise in the purchasing 
power of the dollar—that is, by prices 
so low as to make the payment of 
debts difficult—while creditors would 
never be penalized by the lowering of 
the purchasing power of the dollar 
and the payments of debts in less pur- 
chasing power than was lent. 

One need not bother doubting the 
President’s legal power to inflate. He 
has all possible power. It is probable 


that he will have to use some, and 
perhaps all, of his powers, for it may 
very well be that the issues of govern- 


ment securities will overwhelm the 
private investor, just as they did dur- 
ing the war. Then the banks will go 
through the motions of buying but 
will immediately turn over their se- 
curities to the Federal Reserve Banks. 
Or it may be that the Federal Re- 
serve Banks will have to buy directly. 
In any case, no real money will pass 
but a credit will merely be created for 
the government, against which it can 
issue checks. The public works pro- 
gram will need a great deal of money 
and so will the relief programs, while 
the Reconstruction Finance Corpora- 
tion, although its requirements will be 
heavy in any event, will need untold 
sums if it attempts to finance private 
industry under the National Recovery 
Act. Numerous bonus and subsidy 
payments are also on the horizon. 
The limit of taxes has been reached, 


and we shall have to expect bond is- 
sue after bond issue until we reach 
the point where the call is for non- 
interest-bearing, small denomination 
bonds—that is, fiat money. The al- 
ternative, or perhaps the corollary, is 
to attempt to ease the burden of debt 
—as it is being created—through 
credit inflation or devaluation. That 
is the set-up. 


iy seems to be taken for granted that 
only the machinery of inflation is 
important and that, once set in mo- 
tion, it will do the rest of itself—that, 
if the President uses his powers, he 
can, as of course, inflate. 

This is not quite true. 

It would be entirely possible for the 
President to use all the powers that 
have been given to him without pro- 
ducing the slightest effect on the price 
level. 

Take these powers and their use. 
First take currency inflation. This is 
the phase most dwelt on, but in reality 
it is the least important. In order 
for the government to get greenbacks 
into circulation, it must use them in 
paying bills. Three billion is the 
amount provided for in the present 
law. It is very difficult to conceive 
how the government could pay out, 
under its public works program, any 
such sum in less than a year, and 
probably it would take a couple of 
years. Under the law there is as yet 
no provision for the government to 
print money and hand it out in bun- 
dles to whoever thinks to ask for it. 
Short of some such provision, the 
money must be paid out for goods 
and services. 

But suppose it could be paid out 
within six months, what would be the 
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The Position of the Utilities after a Crash Precipitated by 
Extreme Inflationary Measures 


e¢ tom the inevitable crash (caused by ex- 

treme inflation) and the institution of a 
new money system, the utilities would find them- 
selves with their physical assets more or less intact 
—although run down—and with little or no funded 
debts. The debts owing to the government for ad- 
vances would be written down or wholly dis- 
charged. If written down, they would probably 
take the place of the funded debt formerly in the 
hands of private investors.” 





effect on prices? That would depend 
largely on the state of the confidence 
of the people. Given no more than 


the usual amount of fear, this money 
would flow into the banks and just 
about replace the funds that are now 
tied up in closed or restricted banks, 


and the effect on prices would be neg- 
ligible. If, however, the issue of the 
money increased the public’s fear of 
finances and of the banks, the money 
would be turned at once either into 
durable commodities or into stocks 
representing the equities in corporate 
properties. A flight of this sort from 
money is a very familiar phenomenon 
and it always results in feverish specu- 
lation and a rise in the prices of stocks 
and in such commodities as may easily 
be stored. Other prices do not rise 
correspondingly; hence prices become 
very uneven. We have already seen 
something of this. However, this is 
a very large country, and less than 10 
per cent of the transactions are car- 
ried on with hand money. The habit 
of paying by check is so strong that 
it would take a long time, even with 
fear prevailing, to break the habit to 


an extent that would make a measur- 
able difference in the manner of pay- 
ments. This country is very unlike 
Germany or any of the other conti- 
nental countries, where payments by 
currency are the rule and checks the 
exception. Hence it is very unlikely 
that a fiat issue of three billion dol- 
lars, even if accompanied by a con- 
siderable fear, would really be of any 
consequence. The provisions for cur- 
rency inflation are inadequate. To 
gain the effects which the inflationists 
desire would probably require the is- 
sue not of three but of ten or fifteen 
billion dollars in fiat money. It is 
hardly within the range of possibili- 
ties that Congress would thus open 
wide the floodgates. The Congress 
that returns in January is not going 
to write blank checks without asking 
any questions. 


HANGING the gold content of the 
dollar should, in theory, raise all 
prices by the percentage of devalua- 
tion. We have seen a 25 per cent un- 
official devaluation without any great 
change in domestic prices, except as 
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noted above. Just how much another 
and official cut would matter is very 
uncertain and would depend upon con- 
fidence. If the cut aroused fear— 
and probably it would—then business 
would slacken and prices might go 
even lower. There can be no assur- 
ance that they would go lower. There 
can be no assurance that they would 
go higher. 

It is a toss-up. 

The really important phase of in- 
flation has to do with providing easy 
bank credit. That is where the im- 
mediate post-war inflation took place 
and that is where the 1922-1929 in- 
flation took place. The Federal Re- 
serve System, through open market 
operations or by the direct purchase 
of government securities, can add to 
the volume of existing bank reserves, 
and, since every dollar added to bank 
reserves adds about ten dollars to 


potential member bank credit, the pur- 
chase of, say, three billions of gov- 
ernment securities by the Reserve 
Banks would add approximately thir- 
ty billions to the power of the member 


banks to issue credits. A bank loan 
always has to turn up as a deposit 
in some bank or banks; hence, if the 
Reserve Banks bought to the limit and 
the member banks loaned to the limit, 
thirty billion dollars might be added 
to bank deposits—to the money we 
really use. The bank deposit, it must 
always be borne in mind, is the real 
circulating medium of the country. 
An increase of thirty billions in bank 
deposits would most certainly result 
in all kinds of speculation and wild 
prices. 

And all other kinds of inflation 
are picayune as compared to credit 
inflation. 


Stew Federal Reserve Banks create 
credit. But they do not put it 
to use. Only the member banks can 
make loans. There is a slight excep- 
tion to this in the emergency provi- 
sions by which the Reserve Banks are 
empowered to make some direct loans 
upon receipt of collateral which they 
regard as eminently adequate, but 
these provisions are not important. 

The commercial banks have only 
two general ways of lending. One 
is to lend to individuals and corpora- 
tions, directly for the needs of com- 
merce or indirectly through the pur- 
chase of bills and acceptances. The 
other method is to lend upon collater- 
al, and the largest part of this !end- 
ing, since the banks are no longer 
playing around with affiliates and 
have pretty well retired from the se- 
curity selling business, is on com- 
modities or stock exchange collateral. 
Most of the lending on stock exchange 
collateral is to brokers to finance their 
customers. 

A business loan, to be eligible for 
rediscount with the Federal Reserve 
Banks, cannot run beyond ninety days. 
This is too short a time to complete 
the cycle of most business operations, 
and under normal conditions, while 
business loans are ostensibly for nine- 
ty days, they are likely to be renewed 
for a longer period. Take 90-day 
paper. In order to lend for that pe- 
riod, a bank must know that at the 
end of ninety days it will be paid back 
in money of the same kind that it 
loaned. That, today, cannot be 
known. With all the talk of revalu- 
ing the dollar, together with the 
fluctuating value of the dollar in ex- 
change, it is out of the question for 
anyone to know what we shall be us- 
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The Effects of an Inflated Currency upon the 
Revenues of the Utilities 


ve ce the receipts would not be of moment as compared with 

the expenses of doing business, the utilities could be kept 

going only by frequent large grants of money from the local or 

the Federal government. These grants would, for want of a better 

method, be made in the form of loans—accompanied by an agitation 
to have the government take over the properties.” 





ing for money at the end of ninety 
days—or even thirty days. There- 
fore, if all the potential bank borrow- 
ers were of the highest credit stand- 
ing, the insecurity as to the future of 
money would be enough to cut down 
bank lending. 


| ye very few of those who want to 

borrow from banks have a credit 
standing. The big corporations with 
the best credit are so amply supplied 
with funds that they have no need to 
borrow. The little corporations and 
the individuals who today need money 
with which to do business are not 
credit risks that any bank in its senses 
would take. Therefore, at the present 
time, any large addition to the circu- 
lating medium by the creation of new 
bank deposits as a result of the extend- 
ing of commercial credits is not in the 
wood. 


HE adding to the potential volume 

of bank credit by any Federal 
Reserve action increasing the reserves 
of member banks, will, under present 
conditions, have no effect whatsoever. 
During 1932 the Federal Reserve 
Banks very tardily began open market 
operations on a large scale. They 
bought a billion in government securi- 
ties which made possible the extension 
of an additional ten billion dollars in 
credits by member banks. But very 
few merchants and manufacturers saw 
any business ahead which would war- 
rant them in trying to borrow, while 
the few who did try to borrow were 
(and very properly) turned down by 
the banks as not being good risks. 
And this, it will be remembered, was 
while the country was still on the gold 
standard; hence the element of the 
kind of money that might be used in 
repayment did not enter. Instead of 
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prices going up, they went down, and 
the effect of the open market opera- 
tions was zero. 


fb Bros only other avenue for getting 
the Reserve credit into circulation 
as bank deposits is through day-to-day 
loans on the stock exchange. Here 
the banks can lend, for they can get 
their money back within twenty-four 
hours and need not expose themselves 
to the hazards of a new kind of money 
bobbing up before a loan they have 
made is due. There are now ample 
bank credit facilities for a whirlwind, 
speculative market. If the govern- 
ment uses its powers to cause the Fed- 
eral Reserve Banks to create further 
reserve credit, it will be possible to 
finance any sort of speculative activity 
in the stock and commodity markets. 
With wild speculating, money would 
get out into circulation and some 
prices would sky-rocket. Such rush- 
ing advances are always accompanied 
by violent breaks. We should go 
through everything in the way of in- 
stability that marks the first stages of 
the destruction of a money system. 

It is, however, perfectly certain 
that, if speculation began to run wild, 
the government would close the stock 
exchanges. Some of the commodity 
exchanges are already fettered. To 
avoid being shut up, the New York 
Stock Exchange has adopted certain 
margin provisions which make it im- 
possible for any speculator to go in 
on a shoestring and operate on bor- 
rowed money. A speculator must to- 
day have a substantial bank roll if he 
hopes to operate in a large way. The 
small speculators have not the neces- 
sary bank rolls, while the funds of 
the larger speculators are not great 


enough to permit them to operate on 
the scale they did before the restric- 
tions were put on. 

Therefore, the inflation of bank de- 
posits through the medium of the 
stock exchange is for the moment re- 
mote. Sweeping inflation is not near- 
ly so close at hand or so open and shut 
as its proponents imagine. 


HE more serious aspects of the 

present situation have to do not 
so much with the immediate as with 
the remote effects. Although one 
hears a deal about controlled inflation, 
there is no method of controlling in- 
flation, once it has gone far—and un- 
less it goes far, it will have no effect. 
It was demonstrated in 1922-29 that 
raising the rediscount rate by the Fed- 
eral Reserve Banks is a far from cer- 
tain method of curtailing credit during 
a boom. The selling of government 
securities by the Federal Reserve 
Banks—which should have the effect 
of lessening the stock of credit in the 
same fashion as buying securities in- 
creases it—may not be practical on a 
very large scale. 

The danger is that a great amount 
of potential credit may be created and 
that after a time confidence will return 
and the credit be put to use, at first in 
a gentle way and then in a rough way. 
Then we might have a runaway infla- 
tion. That is the picture. 


= us apply what we have discussed 
to the utilities—taking for grant- 
ed that a heavy inflation is under way : 


( I) Bank deposits will decrease in 

purchasing power according to 
the extent of the rise in prices. In 
an extreme case the biggest present 
utility bank deposit would about pay 
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for a modest business man’s luncheon. 


( 2) The burden of the funded in- 
debtedness would become in- 
creasingly lighter, provided rates went 
up with prices, and, again in an ex- 
treme case, could be wiped out with a 
day’s salary for a clerk. 
(3) Rates could not be advanced 
quickly enough to match the de- 
creasing buying power of the dollar, 


and for all practical purposes revenues 
would cease to exist. 


( 4) Wages and all costs of opera- 
tion would soar with the decline 
in buying power and wages would 
have to be on a daily basis. The better 
German corporations paid their em- 
ployees in kind instead of in money— 
that is, in provisions and clothing. 
( 5 Labor troubles would be inces- 
sant, for it is impossible to pay 
wages at a rate to keep up with the 


cost of living. 
( 6) Common stocks would soar to 
astronomical heights, but not in 
the same proportion as food and 
clothing prices. With the paying off 
of the bond issues, the preferred 
stocks would rise on account of their 
property value, although the income 
on these stocks, being fixed, would not 
amount to anything in purchasing 


power. 


(7 Since the receipts would not be 

of moment as compared witb 
the expenses of doing business, the 
utilities could be kept going only by 
frequent large grants of money from 
the local or the Federal government. 
These grants would, for want of a 
better method, be made in the form 
of loans—accompanied by an agitation 
to have the government take over the 
properties. Since nearly everyone 
would be busy trying to keep alive, 
the agitation would not be serious. 


(8) After the inevitable crash and 
the institution of a new money’ 
system, the utilities would find them- 
selves with their physical assets more 
or less intact—although run down— 
and with little or no funded debts. 
The debts owing to the government 
for advances would be written down 
or wholly discharged. If written 
down, they would probably take the 
place of the funded debt formerly in 
the hands of private investors. 


—— would be the effects of ex- 


treme inflation. The effects of 
going to less than the limit would be 
correspondingly less drastic. On the 
whole, utility managers and stockhold- 
ers have little to fear from inflation 
except temporary inconvenience. But 
the bondholders have everything to 
fear—for they would be wiped out. 





adi complainants (utility consumers) have contended throughout 
the proceedings that the total rate charged was unreasonable ; 
but, from a consideration of the fact that the company is now in the 
hands of a receiver, the commission is satisfied that no finding which 
it might make would result in a general decrease in the rate level.” 
STATEMENT OF THE PENNSYLVANIA COMMISSION 

IN A RECENT RATE CASE. 
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WHY EXPENDITURES FOR UTILITY ADVERTISING SHOULD 
-BE LISTED AS 


Operating Costs 


A practical sales promoter’s viewpoint of a recent commission order that 
money spent by a utility to increase its sales and consequently its revenues 
cannot be classified as an item of operating expense, despite the benefit to 
the consumer in lower rates resultant from an extension of utility service. 


By RALPH B. CALKINS 


conferred upon themselves the 

privilege to speak with author- 
ity and finality on any subject under 
the sun. The editor has a linotype 
machine in the back room with which 
his personal notions on the daily half- 
dozen topics that go to make up his 
editorial stint can be dressed in the 
authoritative uniform of type. The 
lawyer, more often than any other, 
gets to sit on a judicial woolsack of 
some sort, from which his personal 
opinions can be delivered in a voice 
made sonorous by the law. 

They are thoughtful, judicial, earn- 
est, and well-informed beyond the 
average. It is not their fault that they 
must decide and publish or enforce 
their decisions on so many varied 
questions of management, financing, 
accounting, and business conduct. 
We, the public, expect and demand it 
of them. We buy their papers and we 
put them in office, we create problems 


| ONG ago, lawyers and editors 


that pass before them, and we make it 
necessary that they decide everything 
—either within or without their previ- 
ous experience. 

No intelligent editor or public serv- 
ice commissioner thinks for a moment 
that the questions that come to them 
at the desk or on the dais would be 
voluntarily brought to them as private 
citizens for final decision. Such prob- 
lems are carried to specialists or con- 
sultants in each field. The world has 
never seen a private oracle who could 
attract customers with every kind of 
question ; Socrates was conceded to be 
an authority only on philosophy and 
Nestor’s clients were drawn from the 
military. 


A this leads up to the reasonable 
right of a specialist to question 
the soundness of a judicial decision, 
on the ground of a difference in train- 
ing, experience, and knowledge in one 
specialized field. The questioning is 
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prompted by the recent decision of one 
public service commission that adver- 
tising money expended by a public 
utility to gain new business must not 
be charged to operating expense be- 
cause the income from the new busi- 
ness pays for the cost, and that it is 
unfair to make present customers bear 
the cost of getting new customers for 
the benefit of the utility company it- 
self. 

It sounds all right, but it isn’t. Get- 
ting new customers or inducing pres- 
ent customers to use more gas or elec- 
tricity is of greater benefit to present 
customers than to the stockholders. 
Instead of answering the question by 
Jesuitical reasoning, suppose we re- 
duce it to its simplest and most ele- 
mental form. Suppose we go back to 
the days when the gas business was 
just a simple business of making gas 
and selling it to a few customers. 

Back in 1896 a California gas com- 
pany put the following paragraph in 
its annual report: 


“Tf the price of oil and coal remains 
about what it was in 1896 and the gas sales 
increase as they have in the last few years, 
the company will make another reduction 
in the price of gas in 1897 or 1898.” 
Isn’t that simple? It is as though 

a druggist in a tiny shop where I 
worked as a boy were to say: 

“T am making just about enough 
now to pay my rent, carry my inven- 
tory, pay your wages, and get a small 
profit to keep me in business. If I 
could do 25 per cent more business 
with the same wages, the same rent, 
and the same investment in stock, I 
could reduce prices.” 


§ Be utility business has become 
complex, and so has a good deal 
of the thinking that is being done 
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about it, but the simple rule of eco- 
nomics that was sound in 1896 is just 
as good in 1933. The commission 
theory (which should logically be ap- 
plied to the entire cost of a sales de- 
partment if it applies to advertising) 
that the cost of increasing the volume 
of business “pays for itself” and, 
therefore, should be borne by the 
stockholders and not carried in the 
rate base, is one of those theories that 
can be expressed only in words; the 
apparent logic vanishes at the first ef- 
fort to carry it through to practical 
pencil-and-paper figuring. 

It is only by increasing revenues be- 
yond the amount needed for a fair re- 
turn that rates can be reduced. 

It is only by sending more gas 
through existing mains or more elec- 
tricity over existing wires that profits 
can be increased so as to make rate 
reductions possible. 

Profits in the gas business do not 
come from the first 90 per cent of 
gross revenue, but from the last 10 per 
cent. 

The costs of operating a gas system 
do not vary in anything like close 
proportion to the flow of gas through 
the customer’s meter. 

It costs exactly the same for operat- 
ing the system whether the customer 
uses $2 worth or $2.50 worth of gas 
in a month, except for the trifling cost 
of producing the extra few feet of gas. 

If larger net revenues are created 
by creating a larger usage of gas, and 
the return on fair value grows very 
much beyond the rate permitted by 
law, the excess is returned to present 
customers and future customers in the 
form of lowered rates. Commissions 
exist primarily to see that just this is 
done. 
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Why Not Apply the Standard Sales Methods toward Increasing 
Utility Revenues? 


6é HE only way left to create the continuous 

small annual increment of revenues that is 
required to make rate reductions possible in the 
future is to use positive pressure methods to induce 


the sale of gas and electric appliances. 


These 


methods are the standard methods of selling and 
advertising which the whole commercial world has 
discovered and adopted—and the ONLY methods it 


has ever been able to find.” 





ed to demonstrate these facts, 
clear as they are, by a specific il- 
lustration, let us take a gas system that 
costs $5,000,000 a year to operate and 
that has a revenue of $6,000,000 a 
year coming from 100,000 domestic 
customers who uniformly use $5 
worth of gas every month. That 
leaves $1,000,000 to pay interest and 
dividends equivalent to a reasonable 
return on the fair value of the plant, 
which we will assume to be 7 per cent. 
It is plain. enough that as long as 
all those customers use no more than 
$5 worth of gas a month, the com- 
pany cannot have more than $1,000,- 
000 net which it requires before its 
small interest and dividends, and, 
therefore, there is no prospect of a 
fair reduction of rates to customers. 
But if they should increase their 
average consumption to $6 a month, 
each would add $12 a year to the com- 
pany’s revenues without adding any- 
thing to the cost of meter-reading, col- 
lecting, accounting, rent of buildings, 
administration, pay of office and main- 
tenance employees, fixed charges on 
the physical plant, or any of the other 
unvarying expenses of the system. 


The only substantial item of cost 
that would be increased is the cost of 
producing 20 per cent more gas at the 
plant or in the fields, but 100,000 bills 
increased by $12 a year each would 
produce $1,200,000 of additional rev- 
enue, which is at least $1,000,000 a 
year more than is needed to pay a 7 
per cent return to the business, and 
that $1,000,000 could be turned into 
a rate reduction that figures out to 
16% per cent to every present and fu- 
ture customer. There is no chance 
that the company would be allowed to 
keep it for the stockholders, because 
it would amount to a 14 per cent re- 
turn on fair value and the commis- 
sion would soon take away the excess 
by a rate reduction order. 

The stockholders, therefore, would 
not benefit at all by the whole trans- 
action, except that a larger business is 
a more stable business—and even the 
customers benefit by the stability of 
the utility companies serving them. 
Then why is it proper that the com- 
pany should itself bear the cost of 
bringing about the increased consump- 
tion through sales effort and advertis- 
ing, and why is it improper to charge 
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that small cost to the customers who 
received a 16% per cent reduction in 
rates as a result of the expenditure? 


. takes constant development, dis- 
play, sales effort, and advertising 
either to increase or even maintain a 
reasonable volume of sale of gas ap- 
pliances and of the gas they use. The 
furniture store, the radio man, the au- 
tomobile dealer, the clothing mer- 
chant, and everybody else are after 
the gas company’s customers’ money 
—with selling and advertising. If the 
gas company quits trying, the money 
will go for something other than a 


new range with a constant burning | 


pilot, an automatic water heater, a 
better furnace, or an extra portable 
heater for the spare room. 

Over the past twenty-five years 
there has been a steady increase in the 
consumption of gas and electricity, 
and over the same period there has 
been a steady reduction of rates. 
Does anyone suppose that the reduc- 
tions would have occurred without the 
increasing consumption? 

Advertising and selling may have 
played only a minor part in the growth 
of the gas business up to a few years 
ago—and that is something else to 
consider very seriously now. The 
consumption of utility services has in- 
creased during the past generation 
much faster than the rate of growth 
of population, due to three gener- 
al causes. First, there was a con- 
tinual increase in personal buying 
power; second, there was a rising 
level of living standards and de- 
mands; third, services and appliances 
were being perfected and made desir- 
able. 

These three forces are beginning to 


lose their effect and without their aid 
the gas and electric business is arriy- 
ing at a more or less level plateau after 
its rapid climb. Companies will not 
be able to expand their business as 
rapidly as in the past, now that we 
cannot expect personal wealth to in- 
crease on a broad scale, or living 
standards to be awakened by such rey- 
olutionary educational means as the 
motion picture, the radio, and the au- 
tomobile, or appliances to be made 
much more attractive and serviceable 
than they are now. ‘ 

Consequently, the only way left to 
create the continuous small annual in- 
crement of revenues that is required 
to make rate reductions possible in 
the future is to use positive pressure 
methods to induce the sale of gas and 
electric appliances. These methods 
are the standard methods of selling 
and advertising which the whole com- 
mercial world has discovered and 
adopted—and the only methods it has 
ever been able to find. 


HIS is a commercial problem, 

with the ratepayer the direct ben- 
eficiary of its solution and the utility 
company in sole possession of the op- 
portunity and responsibility to solve 
it. Being a commercial problem it 
must be attacked by the two means 
most common to all commercial enter- 
prises—selling and advertising. 

To prevent their use is to deny the 
good business judgment of all the rest 
of the business world which uses 
them, and to block nearly all prospect 
of future rate reductions to the public 
whose interests should be safeguard- 
ed by assisting and encouraging the 
utilities to increase their revenues as a 
means of reducing rates. 
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Utility Counsels, Critics 
and Commissioners 
e 


Some of the widely known figures in the governmental, 
academic, and business association fields, whose activi- 
ties and opinions have become factors to be reckoned 
with in current economic and political problems. 


This is the third of a series of supplements to Pustic UTILITIES 
FoRTNIGHTLY that portray public service commissioners, utility 
leaders, legislators, and economists who figure prominently in 
the controversies that are waged over public utility control. 


Underwood & Underwood 


Frank P. Walsh 


CHAIRMAN, NEW YORK STATE POWER AUTHORITY 
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-rom a photograph made especially for Pus. LITIES FORTNIGHTLY 
F hotograph d 1h P 1c Uttr FortTNIGHTL 


Bernard F. Weadock 


MANAGING DIRECTOR AND VICE PRESIDENT, EDISON ELECTRIC INSTITUTE 
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Fr a photograph made especially for Pustic Utitities FortNiGHTLy 


Dr. Martin G. Glaeser 


PROFESSOR OF ECONOMICS, UNIVERSITY OF WISCONSIN 
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Blank-Stoller, Inc. 


Alexander Forward 


MANAGING DIRECTOR, AMERICAN GAS ASSOCIATION 
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From a photograph made especially for Pustic Utititires Fortn1GHTLy 


Dr. Harold G. Moulton 


PRESIDENT, BROOKINGS INSTITUTION, WASHINGTON, D. C. 
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Marceau, N. Y. 


James Blaine Walker 


SECRETARY OF THE TRANSIT COMMISSION, NEW YORK 
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m a photograph made especially for Puetic Utitities Fortn1GHtTLy 


John Bauer 
DIRECTOR, AMERICAN PUBLIC UTILITIES BUREAU 
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Joseph B. Eastman (at left) 
(with his classmate at Amherst, Fayette B. Dow) 
FEDERAL COORDINATOR OF RAILROADS 
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Philip Cabot 


PROFESSOR OF PUBLIC UTILITY MANAGEMENT, HARVARD UNIVERSITY 
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From a photograph made especially for Pustic Urtitities FortniGHTLy 


C. D. Cass 


GENERAL COUNSEL, AMERICAN TRANSIT ASSOCIATION 
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Dr. Arthur E. Morgan 
(with his daughter Frances) 


CHAIRMAN, TENNESSEE VALLEY AUTHORITY 
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Kaiden-Keystone Studios 


William M. Wherry 


PUBLIC UTILITY ATTORNEY 
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From a photograph made especially for Pustic Utitities FortniGHTLy 


Judson King 


DIRECTOR, NATIONAL POPULAR GOVERNMENT LEAGUE 
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From a photograph made especially for Pustic Utititres FortniGHTLy 


James C. Bonbright 


PROFESSOR OF ECONOMICS, COLUMBIA UNIVERSITY 
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n a photograph made especially for Pustic Utirities FortnicHtty 


Dr. William Z. Ripley 


PROFESSOR EMERITUS OF POLITICAL ECONOMY, HARVARD UNIVERSITY 
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Dr. Carl D. Thompson 


SECRETARY, PUBLIC OWNERSHIP LEAGUE OF AMERICA 








FACTS AND FALLACIES ABOUT 


“Straight-line” 


Depreciation 


Methods 


Some of the common mistakes made by those who 
maintain that the depreciation that is to be deducted is 
based on age and estimated “life” of utility property. 


By HENRY EARLE RIGGS 


writer has already presented his 

views on the complex and gen- 
erally misunderstood subject of de- 
preciation. 

In the first of a series of two articles 
he briefly reviewed the history of so- 
called “accounting for depreciation” 
or of accounting reserves created for 
the purpose of providing for retire- 
ment of various plant units as they 
come to the end of their lives, pointed 
out some of the possible criticisms of 
this system, and particularly empha- 
sized the danger of “straight-line” re- 
serves. This article laid stress on the 
fact that there was not any necessary 
connection between reserves created 
for the purpose of providing for re- 


* the pages of this magazine * the 


1See Pusric Urmitres Fortnicutty for 
May 12, 1932, and June 23, 1932. 


tirements of propertv and the de- 
preciation that is to be found and de- 
ducted in a valuation for rate-making 
purposes. 

The second article dealt with the 
depreciation of valuation, the amount 
to be found and deducted. It pre- 
sented the view that the hypothetical 
all new property which is found in 
an estimate of cost of reproduction is 
not the 100 per cent or perfect condi- 
tion of a public utility property. 

Any plant that is fully rendering 
the service it was designed to render, 
that has been and is fully maintained 
in the best possible condition, and up- 
on which all replacements are made 
when necessary is in the best condi- 
tion in which its owners could possibly 
have it or could have hoped for when 
the utility was first conceived. 
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Such maintenance and replacements 
are operating expenses, and so long 
as they are fully provided for the 
value of the physical plant does not 
depreciate. 

At the time of any regulatory pro- 
ceeding the depreciation, to be found 
by inspection, should be measured in 
dollars by the amount of all necessary 
repairs and maintenance found to be 
due and by the present cost of all re- 
placements due or past due at the time 
of the inspection. 

This present article is written for 
the purpose of supplementing those of 
1932, by pointing out a universally 
prevalent error in practice on the part 
of those engineers who maintain that 
the depreciation that is to be deducted 
is based on age and estimated “life” 
of property or the so-called “straight- 
line” method. 


bles subject of depreciation in 
valuation is one that must eventu- 
ally be finally settled by the higher 
courts. The Supreme Court has held 
that depreciation must be found by 
inspection and by implication, at least, 
it has frowned on the “straight-line” 
deduction. 

The Interstate Commerce Commis- 
sion has fully and whole-heartedly 
adopted the “straight-line” plan in 
accounting, and has held that where 
reserves are created under such a plan 
it is an essential part of the plan that 
the full amount of the credit balance 
in the reserve must be deducted. No 
exception can be taken to this view of 
the commission in the case of prop- 
erties which have used this form of 
accounting for a long period as the 
charge to operating expenses and the 
credit to the reserve results in with- 


holding this amount from net earnings 
and leaving it in the cash drawer of 
the company. It is collected from the 
patrons for the purpose of filling an 
assumed hole in the plant, and on 
valuation the company can hardly 
sustain the claim that it is entitled 
to an undepreciated property and also 
to the reserve collected to make good 
what the company itself has estimated 
as depreciation. 

This form of accounting has not 
been either universally or even gener- 
ally used among other utilities than 
railroads, in which case the use is 
compulsory as to certain accounts. 
Some of the great utility proper- 
ties have not established reserves. 
Others which have done so have used 
some form of sinking-fund reserve 
for amortization, have established re- 
serves for only a limited part of the 
property, have built reserves by appro- 
priation of surplus, or in some cases 
have made some use of the straight- 
line plan. 


¥ is certain that the majority of 
utility property in the United 
States has not followed an accounting 
plan similar to that proposed by the 
Interstate Commerce Commission for 
the carriers and in all such cases it is 
necessary to make some sort of esti- 
mate of the amount to be deducted. 

In making this estimate the methods 
used by the company in the past for 
maintaining its property must be con- 
sidered, but it is by no means true that 
the reserve, if any exists, measures 
the amount to be deducted. Nor is it 
proper to make a deduction based up- 
on the theory that the company should 
have established reserves, but, having 
failed to do so should be penalized 
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by estimating what the reserve should 
have been, and deducting that amount. 


5 ps of the principal matters of 
contention between the carriers 
and the Interstate Commerce Commis- 
sion in valuation cases and in proceed- 
ings brought under the recapture pro- 
visions of the Transportation Act, 
now repealed, dealt with this latter 
practice. The commission’s bureau 
of valuation has from the outset of 
its work estimated the “life” of every 
structure, machine, or element of the 
roadway, found its age and deducted 
all of the expired service life regard- 
less of whether or not reserves had 
been required by the commission and 
established by the company. Actually 
no such reserves existed as to the 
greater part of the investment of the 
carriers, but the property had been 
maintained by the direct charge of all 
renewals of parts and replacement of 
structures to operating expenses. The 
resulting deductions approximated 20 
per cent of all carrier property. 


” recent valuation practice two 
theories have usually been present- 
ed as to the manner of making esti- 
mates—either “observed depreciation” 
is contended for, or the “straight-line” 
plan, based on estimated elapsed serv- 
ice life is presented. 

In the latter case the full value of 
expired service life is deducted; that 
is, if a structure cost $100,000 and is 
estimated to have a life of twenty 


years, and is ten years old, the de- 
duction is said to be $50,000 disre- 
garding salvage. 

This amount is greatly in excess of 
a proper deduction, even if it be as- 
sumed that elapsed service life is the 
true measure of depreciation and that 
the courts will ultimately so deter- 
mine. 

If anything should be deducted for 
depreciation under a_ service life 
theory it should be the present value 
of the obligation for future replace- 
ment rather than the amount indi- 
cated by a “straight-line” computa- 
tion. If expired service life be the 
measure of depreciation the “straight- 
line” computation does indicate the 
per cent of liability which has accrued 
but which is not due to be paid until 
the end of the life of the unit of prop- 
erty. 

The liability for replacing expired 
service life is not a liability for a 
present cost on valuation date but for 
a future cost on date of renewal or 
retirement. All that should be deduct- 
ed on valuation date is the present 
worth of the elapsed part of the serv- 
ice life or depreciation which has ac- 
crued, but which is not due to be paid 
until the property is retired. 

The money that is due on valuation 
date is only such a sum as will, with 
accrual of compound interest, from 
valuation date to date of retirement 
equal the amount which is found by 
the “straight-line” computation. The 


preciation of the piece of property but is merely an account- 


q “THE sinking-fund plan is not a proper measure of de- 


ing device to provide the amount which should be in a re- 
serve to retire the piece of property when it comes to the 
end of its life.” 
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amount so arrived at will be very 
much less than the “straight-line” esti- 
mate of depreciation when the same 
basic figures as to age and life are 
used in making the computation. 


HIS computation is by no means 

an abandonment of the elapsed 
life theory. If elapsed service life be 
depreciation the thing which we seek 
is a present amount to be deducted 
in valuation and that is the present 
worth of an amount of money stated 
under the “straight-line” plan but 
which is not due or payable for sev- 
eral, perhaps many years. 

This computation is not the same 
as any of the sinking-fund methods, 
nor does it give the same results. The 
sinking-fund method is an accounting 
device based on the theory that there 
should be no deduction on property 
maintained in condition for proper 
service but that the company is entitled 
to a fair return upon the full value 
of such property. The amounts 
charged to operating expense and 
credited to the reserve under the 
sinking-fund method do not constitute 
a repayment of capital and are not 
available for general corporate pur- 
poses. These amounts, plus accumu- 
lated interest, are only sufficient to 
produce an amount equal to the cost 
of the property unit at the end of 
its life and are not sufficient to pro- 
duce any return on the investment. 

While both  sinking-fund and 
straight-line methods are based on the 
elapsed service life of a piece of prop- 
erty, the straight-line method assumes 
that this piece of property contains a 
certain number of units or years of 
service life and that each year a defi- 
nite and uniform percentage of the 


total service life is used up. The 
amount of depreciation stated under 
the straight-line method is the full 
value of the expired service life. The 
remaining service units or years of the 
piece of property are assumed to be 
in 100 per cent condition. 


HE sinking-fund plan is not a 

proper measure of depreciation 
of the piece of property but is merely 
an accounting device to provide the 
amount which should be in a reserve 
to retire the piece of property when 
it comes to the end of its life. The 
charge to operating expense which is 
credited to the reserve each year under 
this plan is a uniform amount, and 
these amounts put in the reserve, plus 
interest compounded annually, provide 
a sum at the end of the life equal to 
the full value of the unit or piece of 
property. The amount put in the re- 
serve in the first year, for instance, 
will with accrued compound interest, 
equal a far greater sum of money at 
the end of the life of the property 
when the replacement value of that 
portion which the straight-line plan 
assumes is used up in the first year. 
The credits to the reserve in the last 
few years have a very short interest 
period, and these amounts plus the 
accrual of compound interest, are 
much less than the replacement value 
of those portions of the unit which 
the straight-line plan assumes are used 
up in these last few years. 

The deduction of depreciation from 
value in a rate proceeding amounts to 
a payment in full of that portion of 
the total service life that has been used 
up. But that payment is not due until 
the full expiration of the life of the 
unit. Therefore, the deduction should 
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How the Sinking-fund Plan Compares with the 
Straight-line Plan of Computing Depreciation 


Comparison of the amount which should be in the reserve at the end of 
each year under the sinking-fund plan, the amount which should be in 
the reserve or which would be the measure of depreciation under the 
straight-line plan, and the amount which is the present value as of each 
year of the depreciation computed under the straight-line plan. This 
table assumes an item of property costing $100,000 with an estimated life 


of twenty-five years. 


Sinking-fund 


Year A . on 
Ist 1,823 
2nd 3,755 
3rd 5,803 
4th 7,791 
5th 10,275 
6th 12,714 
7th 15,299 
8th 18,040 
9th 20,945 

10th 24,042 

llth 27,288 

12th 30,748 

13th 34,416 

14th 38,304 

15th 42,424 

16th 46,793 

17th 51,423 

18th 56,331 

19th 61,533 

20th 67,048 

21st 72,894 

22nd 79,090 

23rd 85,658 

24th 92,620 

25th 100,000 


Present Value of 
Straight-line 


Accrual 
Straight-line Interest Rate, 
Accrual 6 — 

4,000 988 
8,000 2,094 
12,000 3,330 
16,000 4,706 
20,000 236 
24,000 7,932 
28,000 9,810 
32,000 11,884 
36,000 14,171 
40,000 16,091 
44,000 19,461 
48,000 504 
52,000 25,842 
56,000 29,500 
60,000 33,504 
64,000 37,882 
68,000 42,664 
72,000 47,884 
76,000 53,577 
80,000 59,781 
84,000 66,536 
88,000 73,886 
92,000 81,880 
96,000 90,566 
100,000 100,000 





only be of the present value of the 
accrued obligation to pay at the end 
of the life of the unit. 

The differences are perhaps best 
shown by the table on this page, which 


shows for a piece of property costing 
$100,000 and having a 25-year life, 
the amount which should be in the re- 
serve at the end of each year under 
the sinking-fund plan, the amount 
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which would be the measure of de- 
preciation under the straight-line plan 
as it has been universally applied in 
the past, and also the present value, 
as of each year, of this depreciation 
computed under the straight-line plan. 


is must again be emphasized that the 

sinking-fund plan does not in any 
way measure accruing depreciation 
but is merely a bookkeeping method 
proper for use in the accrual of re- 
serves for amortization of capital. 

The principal trouble with the 
straight-line theory of deductible de- 
preciation as it has been generally 
applied in practice is that it ignores 
the time as of which the money or 
substitution will be required and sets 
up depreciation in dollars as if the 
obligation had to be met at the present 
time. Under a proper application of 
the service life theory the cost of re- 
production less depreciation of a phys- 
ical unit is its present worth, with the 
obligation for future replacement or 
renewal inherent in it. The remote- 
ness of the renewal and the value of 
the money equivalent at the present 
time are the very essence of the prob- 
lem. 

This theory as applied in making a 
deduction from value, assumes that a 
certain piece of property such as a 
bridge is composed of a certain num- 
ber of service units and if the bridge 
has a reasonable expectation of fifty 
years’ life, 2 per cent of those service 
units are used up or vanish each year, 
and the carrier should collect from the 
user by charges to operating expenses 
the full value of these used up or 
vanished units at that time although 
the obligation is not to replace these 
units at that time. These service units 


are not supposed to be replaced until 
the end of fifty years and in fact no 
portion of the service units can be 
restored until the whole bridge is due 
for replacement. 


HE straight-line theory as en- 

dorsed by the Interstate Com- 
merce Commission in connection with 
accounting is that the company ought 
to set up a reserve and credit each 
year 2 per cent to that reserve. If 
the bridge cost $100,000 the annual 
charge would be $2,000. In making 
its valuations the Commission’s engi- 
neers have deducted $2,000 from 
value for each year of life whether 
a reserve existed or not. Thus at 
thirty years of age the Bureau of 
Valuation would deduct from the 
value of the bridge $60,000 for de- 
preciation although the obligation to 
restore this depreciation is still twenty 
years in the future. 

The proper amount which should be 
deducted as depreciation when the 
bridge is thirty years old, if expired 
service life be the proper measure of 
depreciation, is not the $60,000, but 
the present value on valuation date of 
the $60,000 which is not due for ex- 
penditure until twenty years later. 
The present value on that date is such 
an amount as would with accrual of 
interest equal the $60,000 when the 
obligation comes due twenty years 
later. If 6 per cent be considered a 
proper interest rate the present value 
would be $18,708. If 5 per cent be 
considered proper the present value 
would be $22,613. 

Using this $100,000 bridge with a 
50-year life as an illustration, the 
amounts of depreciation which would 
be deducted under the straight-line 
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computations and the present value in 
each year of these straight-line com- 
putations, using 5 per cent and 6 per 
cent interest rates, would be as fol- 


lows: 

Present Value of 
the Amount of 
Depreciation 
Computed on the 
Elapsed Service 
Life (Straight- 
line) Basis 

Interest Rate 
5 percent 6 per cent 


1 year 183 
10 years 2,841 
20 years 9,255 
25 years 14,765 
40 years 49,113 
49 years 98,000 93,333 


The depreciated value of the bridge 
on which a fair return should be 
earned, would be as follows at these 
various ages. 


Depreciation 
under 
Straight-line 


Age Computation 


92,453 


Cost Less the 
Present Value of 
the Amount of 
Depreciation 
Computed on the 
Elapsed Service 
Life (Straight- 
line) Basis 


Interest Rate 
5 per cent 6 per cent 


Cost Less 
Straight-line 
Computation 


49 years 


Of course, the shorter the life of 
the unit of property the closer the 
estimate of depreciation would be to 
the correct amount to be deducted. 


_ recognizing the fact that the pres- 
ent value of the amount of an 
expenditure that is to be made at some 
future date is not the face value of 
that expenditure but is the amount 
which plus interest at a fair rate of 
return will produce that amount of 
expenditure at that time, we are mere- 


ly recognizing the basic principles of 
interest that underlie every such busi- 
ness as banking or insurance. 

A very large part, if not the great 
majority of railroads and utility com- 
panies of all kinds, have not used re- 
serves but have maintained their 
properties in operating condition by 
the direct charging of repairs and re- 
placements to operating expenses as 
they became due. 

There can be no justification for 
giving such a property the same treat- 
ment in valuation as is given to an- 
other property which has for years 
collected from its patrons in each year 
the theoretical loss of service life 
accruing in that year. 

The writer does not believe that 
elapsed service life is a proper measure 
of depreciation in the case of property 
the component parts of which can be 
inspected, their condition determined, 
and the cost of repairs and renewals 
that are due estimated. 

This form of estimate is as easily 
made and is more capable of definite 
proof than the estimates of total life 
and probable salvages that form the 
basis of the straight-line deduction as 
it has been applied. 

There is undoubtedly much more 
justification for such a form of esti- 
mating as the expired service life 
method in the case of property that 
is not accessible and cannot be in- 
spected, such as water or gas mains 
or other forms of pipe lines or con- 
duits. 

Wherever this form of estimate is 
used the deduction should only be such 
an amount as will represent the pres- 
ent value of the obligation to pay at 
the future date of renewal or retire- 
ment. 
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Public Utility Financing 
Under the New Deal 


How the Securities Act of 1933 will affect the methods of 
marketing stocks and bonds of public service corporations 


By GIRARD B. RUDDICK 


ow far does the Securities Act 
H of 1933 go in its efforts to 
protect the investor whose in- 

terest is in public utility securities? 

Is it as revolutionary in this respect 
as certain of its proponents would like 
to claim it to be? Will it prohibit 
legitimate financing by electric and 
gas companies who need to raise mon- 
ey in order to serve their customers 
properly? 

The Securities Act and the initial 
rules and regulations governing its 
application have not, as yet, been put 
to a practical test in connection with 
a new offering of public utility securi- 
ties; this is due chiefly to market and 
other related conditions. While the 
volume of information called for in 
order to register a security is tremen- 
dous, there appears to be no reason 
why any soundly conceived and hon- 
estly managed public utility company 
should undergo any hardship in meet- 
ing these mechanical requirements of 
the act. As for the liabilities in- 


volved, particularly those connected 
with the possibility of statements be- 
ing “misleading,” only time and the 
urgent need of raising new capital 
funds will tell how far the utility com- 
panies, their directors, and under- 
writing houses will be willing to go 
under the act as it now stands. 


it is true that certain large, top- 
heavy, and involved holding com- 
panies will in all probability be un- 
able to distribute securities to the pub- 
lic to finance their web-like control of 
large groups of operating companies, 
but in the last analysis this was not 
actually public utility financing. The 
proceeds from the financing of this 
type of company did not go into the 
expansion of plant and property to be 
used in serving electricity and gas to 
large numbers of home dwellers and 
factories ; it went, rather, to the purely 
financial operation of acquiring from 
the owners a sufficient number of se- 
curities of operating companies, more 
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often than not at fabulous prices, to 
obtain control of their management. 
An outstanding example of this sort 
of thing, the now deflated Middle 
West Utilities Company, illustrates 
the point in hand to perfection. 

This gigantic utility empire was 
built by one of the best utility opera- 
tors this country hasknown. Asautil- 
ity operating man, Samuel Insull prob- 
ably had no peer—but as a financial 
genius, circumstances were too much 
for him. It is vitally significant for 
the purpose of emphasizing the pub- 
lic’s differentiation among the classes 
of securities heretofore lumped under 
the broad term “utilities,” that in 
August, 1932, three operating proper- 
ties closely connected in the public 
mind with “The Insulls’” and, conse- 
quently, with the then ruined Middle 
West Utilities Company, were able to 
sell to the public, at reasonable prices, 
$58,000,000 of bonds. 


O n the other hand, it must certain- 
ly be universally admitted that 
there is a legitimate field for the hold- 
ing company, as a public utility. The 
significant feature is that the holding 
company, to qualify as a public utility, 
must control, as directly as possible, 
operating companies whose equity has 
not been diluted to the point of van- 
ishing value. There are many legiti- 
mate reasons (stich, for example, as 
variations in state laws and local pride 
of ownership) which prohibit direct 
ownership in a single company, of 
properties that are best operated as a 
single system. In such instances, both 
the consumer and the security holder 
derive benefit from use of the holding 
company form as a means of financ- 
ing, providing that this financing is 


confined to purposes of expansion and 
to bona fide needs of the operating 
companies, which are probably unsuit- 
able because of their size or for other 
sound reasons for financing as individ- 
ual units. 

It seems justifiable, then, to exclude 
from consideration of public utilities 
the purely financial type of holding 
company, which will find it virtually 
impossible in the future to finance it- 
self under the Securities Act under 
any such terms as it has in the past, 
particularly through debenture issues 
protected, if at all, only by a “negative 
pledge” clause. 


S° far as public utility operating 
companies and bona fide public 
utility holding companies whose secu- 
rities are somewhere “near the rails” 
are concerned, there is no real reason 
why they should not be able to meet 
their requirements for expansion 
much as they always have. 

There was never any intention on 
the part of the most radical advocates 
of “truth in securities” to handicap 
any legitimate industry in providing 
for its normal and sound expansion 
with public offerings of securities, so 
long as these securities provided rea- 
sonable expectation that the investor, 
small or large, would receive his prin- 
cipal at maturity and his interest when 
due (in the case of bonds) and would 
be subjected to no more than a reason- 
able risk commensurate with the in- 
come he received (in the case of in- 
vestment in equity securities). As a 
matter of fact, the act does not go 
even quite that far, but simply insists 
that the investor be given sufficient ac- 
curate information to enable him to 
decide for himself as to the exact na- 
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ture and soundness of the security that 
is offered to him. 


HE utilities themselves have no 

reason to be fearful of financing 
under the act, although certain direc- 
tors will perhaps not relish the per- 
sonal responsibility involved. Practi- 
cally every public utility company in 
the country is already subject to some 
sort of supervision by a public service 
commission. Their accounts are in 
many cases kept in a prescribed form, 
and practically all are now audited by 
independent accountants. The facts 
and figures of which the act requires 
disclosure should, therefore, in no way 
embarrass a properly managed com- 
pany. All such utilities, indeed, 
should benefit by the exposure of un- 
sound practices of their neighbors. 

Perhaps the healthiest aspect of the 
new régime is that by the multiplicity 
of its requirements it makes for sim- 
plicity in corporate structures and fi- 
nancing media. The utilities have 
been particularly adaptable to schemes 
of “high finance” in the period be- 
tween the war and 1931, because of 
their constantly increasing earnings. 
It took a protracted period of declin- 
ing income to show the fallacies of 
complex financial structures. 

The Securities Act should do much 
to prevent the recurrence of such a fi- 
nancial orgy, should utility earnings 
once again start on the upward grade, 


which is far from unlikely over the 
long-term period, despite the present 
temporary obstacles of excessive tax- 
ation and pressure for lower rates, 
The use of electric and gas appliances 
does not appear to be within sight of 
the saturation point for this country 
even in a period of moderate prosper- 
ity, and electrical engineering, at least, 
has not begun to approach the ultimate 
limits of production and distribution 
efficiency. 

Under a system calling for complete 
revelation of all complexities of cor- 
porate and financial structure, the 
company which aspires to the best 
credit rating commensurate with its 
earning power will have to be the com- 
pany whose position is most easily pic- 
tured to the prospective investor. And 
the prospective investor has in recent 
years acquired a distinct aversion to 
anything he cannot understand. 

Under the old system the banker, 
who was (or should have been) quali- 
fied to do so, studied the corporate and 
financial situation of the company, 
and, on finding that its complexities 
were not inconsistent with the sound- 
ness of the security to be issued, 
bridged the gap by omitting from the 
“circular” which he prepared describ- 
ing the issue, such details as would be 
confusing to the investor. Thus, in 
effect, he asked the investor to rely on 
his (the banker’s) judgment regard- 
ing all facts not presented in the cir- 
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FIDE public utility holding companies whose securities are 


q “So far as public utility operating companies and BONA 


somewhere ‘near the rails’ are concerned, there is no real 
reason why they should not be able to meet their require- 
ments for expansion much as they always have.” 
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cular. That the banker’s judgment 
was not always right has never been 
denied, and the banker himself will be 
the first to rejoice at the opportunity 
of side-stepping this tremendous re- 
sponsibility. 


pect the most significant gen- 
eral change wrought by the Secu- 
rities Act (and this applies not only 
to public utilities but to all types of fi- 
nancing) is a shift of responsibility 
from the banker to the customer. 
This may seem paradoxical in view of 
the purpose of the act, but there is lit- 
tle room for doubt that such is its re- 
sult. Under the old system, the bank- 
er assumed full responsibility for in- 
vestigating the company he financed, 
satisfying himself that all was as it 
should be, and offering to the custom- 
er, in the form of a “‘circular,” a sum- 
mary of the pertinent facts necessary 
for him to decide whether or not the 
bond met his personal requirements. 
No reputable house dared issue a 
“circular” which failed to mention 
any adverse factor vital to the sound- 
ness of the security offered. Before 


offering the issue, it made every. 


effort to have that factor removed. 
This failing, there remained the choice 
either of inducing the company to em- 
phasize the questionable factor in such 
a way as to impress itself upon even 
the casual reader, or refusing to handle 
the securities at all. This situation 
gave the less scrupulous and exacting 
banker an opportunity to step in and 
take over the financing. 

Under the new system, set up by the 
Securities Act, the company will be as 
anxious as the reputable banker to 
eliminate all doubtful factors, rather 
than give them the publicity re- 
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quired under the provisions of the act. 


8 figs the new system, which pro- 
vides for the presentation of a 
tremendous mass of information re- 
gardless of the ability of the customer 
to digest it, unfavorable facts may 
well be carefully presented, but so 
buried in such a mass of facts as to 
escape notice. The small investor 
will, it seems certain, be at a disadvan- 
tage in understanding the data set be- 
fore him. As the banker appears to 
be prohibited from giving supplemen- 
tal information, even to the extent of 
emphasizing doubtful points men- 
tioned in the required “prospectus” 
(which is the term applied to the vast- 
ly expanded new form of “circular” ) 
by the rigid liabilities set up in the Se- 
curities Act, the small investor will 
be forced to analyze the facts for him- 
self, or to consult some investment 
counsel, the expense of which would 
probably not be justifiable due to the 
small size of his investment. 


H™: specifically, does the Securi- 
ties Act apply to the offering of 
public utility securities through the 
natural channel of the investment 
banker, or “underwriter,” as the act 
chooses to call him? 

As it affects the investment banker 
the act is revolutionary only to this 
extent—that he is put on notice, sub- 
ject to severe penalty, that he must in 
the future devote more time to the 
buying end of his business and con- 
centrate less of his energy on unload- 
ing his purchases on the public. He 
is responsible for the preparation of 
a great mass of descriptive material, 
which must be given to every prospec- 
tive customer, and which must be not 
only accurate but complete, as it can 
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The Securities Act Puts a Curb upon Schemes 
of “High Finance” 


et Bes: utilities have been particularly adap- 
table to schemes of ‘high finance’ in the 
period between the war and 1931, because of 
their constantly increasing earnings. It took 
a protracted period of declining income to 
show the fallacies of complex financial struc- 
tures. The Securities Act should do much to 
prevent the recurrence of such a financial orgy, 
should utility earnings once again start on the 
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upward grade.” 





no longer be supplemented at will by 
his sales representative. His wares 
must be so good that no pressure will 
be necessary in order to create a de- 
mand for them. In this respect his 
burden is lightened. 

While the banker in no sense guar- 
antees the utility issue which he sells, 
under the Securities Act he does guar- 
antee, and support this guarantee with 
his own assets as well as with his rep- 
utation, (1) that, after painstaking in- 
vestigation, he has no reason to believe 
that there are any material facts, fa- 
vorable or unfavorable, which affect 
the soundness of the security, that 
have not been presented directly to the 
notice of each person to whom the se- 
curity has been offered for sale, and 
(2) that the facts which have been 
presented have not been in any way 
misleading. 

In addition to requiring the publi- 
cation of a number of facts which the 
banker has not always in the past con- 
sidered to be “material,” the Securi- 
ties Act definitely allocates the liabili- 
ties involved and defines the redress 
which will be available to the investor 


” in this. 


who has been taken advantage of. 

It is the opinion of one of the law- 
yers who has been closest to the act 
and its practical interpretation for the 
investment banking world, that the 
seller of a new security, under the Se- 
curities Act, is safely conforming with 


the requirements of the law “if he uses 
the same degree of care which it has 
been the practice of first-class issuing 
houses to use in connection with the 
preparation of a circular covering an 
original issue of securities.” 

There is nothing very revolutionary 


The emphasis, of course, is 
on the phrase “first-class.” 


F the registration statement (Form 

A-1, as prescribed at the time the 
act took effect on July 27, 1933) is 
taken as a syllabus of all the informa- 
tion which an investor or issuing 
house need have in order to pass on 
the worth of a public utility security, 
the first-class issuing houses have in 
the past been leaning over backwards. 

As applied to public utility bonds, 
for instance, the registration state- 
ment makes no mention of the fol- 
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lowing significant items (tabulated 
below) mostly of a general nature af- 
fecting. the company’s business and 
prospects, which the bankers have in- 
sisted on knowing. It is true that the 
operating data called for is in a large 
part susceptible to analysis only by an 
expert, but many of the items have 
been used in the past in offering cir- 
culars or supplemental memoranda, 
and have been subjected to careful 
scrutiny by informed investors, par- 
ticularly institutional investors. Some 
of these items include: 


(1) The amount of bonds issuable 
under the provisions of existing mort- 
gages without any additions to prop- 
erty, i. e., “free” bonds issuable on 
the basis of property additions al- 
ready made and against which no 
bonds have been drawn down. 

(2) Segregation and description of 
property and franchises subject to 
each bond issue outstanding, and a 
statement as to their relative impor- 
tance to the company’s operations. 

(3) Data on the growth of popula- 
tion of the communities served. 

(4) Data on the nature of the in- 
dustries in the communities served. 

(5) Data on the terms and expira- 
tion dates of franchises, with particu- 
lar reference to any burdensome pro- 
visions. (The only information on 
franchises called for in Form A-1 is 
“a brief description of the nature of 
each class of intangibles” and their 
book value on the balance sheet; In- 
struction 3 for Item 54). 

(6) Data for several years on out- 
put and sale of power and gas, with 
information as to “load factors,” unit 
costs, and age and condition of 
equipment. 

(7) Data on all gas and electric 
purchase and sales contracts in effect, 
with a special view to any provisions 
that might be burdensome. (Form 
A-1 calls only for material contracts 
“not made in the ordinary course of 


business,” and made within two years 
preceding the filing of the registra- 
tion statement—Item 46). 

(8) Data on rate schedules ; com- 
parisons with rates of other similar 
companies operating in the same gen- 
eral territory; the cause of any re- 
cent changes in rates; and any pros- 
pective changes or difficulties antici- 
pated. 

(9) Data as to any valuations of 
the property, by a commission for 
rate-making purposes, if available, or 
by independent engineers. (Form 
A-1 asks only for “Ledger Value” 
and “Cost to Issuer,” Instruction 1. 
A. for Item 54.) 

(10) Information as to the charac- 
ter and standing in the community of 
the individuals in charge of the man- 
agement of the company. 

(11) Information as to the com- 
pany’s standing in the community and 
the general attitude of municipal 
bodies and of the public toward it. 


M°" of the information called for 
in the registration statement 
which has heretofore not been made 
public has almost always been known 
to and considered by the banker. 
There are, on the other hand, certain 
items which were not considered ma- 
terial by the bankers—such, for in- 
stance, as those involving directors’ sal- 
aries, the minor details of the applica- 
tion of the proceeds of the issue (other 
than to ascertain that all provisions 
of the indenture were complied with), 
and the ownership and control of va- 
rious classes of securities (other than 
to an extent sufficient to establish the 
location of voting control). 

Many of these items have been in- 
serted in the requirements because of 
the disclosure, through the events of 
the past few years, of questionable 
practices which have been particularly 
prevalent in certain of the less sound- 
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ly conceived public utility systems, and 
which have sometimes been resorted to 
by individuals and holding companies 
who have been milking sound utility 
operating companies for their own 
benefit. 


publicity, once forcibly cast upon such 
practices through the Securities Act, 
will bring an end to their existence. 
When that time comes, the general 
quality of utility securities, and of all 
securities and business practices in 














It seems certain that the light of general, will be materially raised. ( 
Remarkable Remarks 
N 
“There never was in the world two opinions alike.” I : 
—MOoNnrTAIGNE NIG. 
whi 
Arex Dow “There is no real reason why a utility rate area and m 
President, Detroit Edison an economic area should not coincide.” 184 
Company. con 
> min 
ser 
WenpeLt L. Wirkiz “I don’t think political forces are going to rehabilitate 193 
President, Commonwealth and this country. If it is saved it will be by economic 
Southern Corporation. forces.” 0 
ye r 
Epwarp P. CosticAn “We have learned in the West that the only hope d 
U. S. Senator from Colorado. of obtaining fair rates for the consumer lies in the . 
public development of natural power projects as a yard- 
stick in measuring the rates charged by public utilities.” 
e 
ArTHUR HUNTINGTON “Few will ever receive any portion of the benefits, if 
Public utility official. any, of the Muscle Shoals project. No part of the C 


money invested will ever return and the average citizen 
will never receive a cent of interest on his investment.” 


. C 


sue 
R. A. Lui “If the utilities survive under private ownership it For 
Magazine writer. will be as they learn that you can’t sway any audience hac 
with statistics and facts and legal dicta alone, but vs 

must dramatize their case with popular appeal as well req 

as reason and logic.” me! 

* ma 

the 

Fioyp W. Parsons “It will be a great thing for the utilities as a whole he 
Editor and economist. if in the final development of operating codes some in | 
provision is made for the adequate policing of the entire the 

industry. In recent years it has been clearly disclosed se 

that a single destructive act by a reckless and irre- des 

sponsible company management can so affect the public Th 

mind that the united action of a hundred other com- nat 


panies can hardly overcome the evil that is done.” 
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The Authority to Establish 
Taxicab Rates 


n reading Professor George’s article in the 

August 3rd issue of Pusric Utitities Fort- 
NIGHTLY I note what seems to be an error 
which ought to be corrected. It appears 
in the sentence preceding the footnote (33) 
near the middle of the first column on page 
154, in which it is stated that the Nebraska 
commission has asserted its authority to fix 
minimum and maximum rates for taxicab 
service. The commission says (see P.U.R. 
1932D, 121): 


“This law, in our opinion, precludes any 
order of the commission fixing a minimum 
rate. 

“In regard to maximum rates, the evi- 
dence in this case does not warrant any 
conclusions of the commission at this time 
as to maximum rates.” 

—Hawtey S. Simpson, 
Research Secretary, 
American Transit Assoctation, 
New York City. 


Oregon’s Experience with Its 
One-man Commission 


is one-man commission (referred to 
in H. R. Gallagher’s article in your is- 
sue of August 3lst) is the fruit of politics. 
For twenty-four years the people of Oregon 
had been served by a 3-man commission. At 
times, perhaps, a man landed on the commis- 
sion who did not properly measure up to the 
requirements of the office, but as a rule its 
membership was made up of able men who 
made an honest and earnest endeavor to serve 
the public and much good came from their 
work. The people were not satisfied, how- 
ever, and made unreasonable demands for cuts 
in telephone and power rates—demands which 
the commission found, upon investigation, 
could not be met. 

The politicians now took up the cry and 
demanded the abolishment of the commission. 
The question became an issue in the guber- 
natorial campaign of 1930. One of the planks 
in the platform of the successful candidate for 


OUT OF 
THE MAIL BAG 


governor called for the abolishment of the 
commission. After the election, however, 
when the new governor and the 1931 legisla- 
ture found themselves face to face with the 
problem they hesitated, for protests from 
shippers began te pour in. To save their faces 
they hit upon a plan to abolish the old 3- 
man commission and substitute therefor a sin- 
gle commissioner with added powers and a 
mandate to act as a public advocate or prose- 
cutor. 


HE governor selected for this important 
position a small-town lawyer and politi- 
cian. Without experience in the utility field 
and without knowledge of utility law he set 
out to raise hell. He succeeded in doing plen- 
ty of the latter, but did not succeed in lower- 
ing rates. He attempted to make himself a 
czar and tried his cases in the newspapers. 
Whenever he and his orders were brought 
into court he found himself tied into a knot. 
The commissioner asked the 1933 legisla- 
ture for unprecedented powers. Had these 
powers been granted (and proved constitu- 
tional) they would have given him full con- 
trol as to operation, and otherwise, of hun- 
dreds of millions of private property. The 
legislature, however, was not prepared to ride 
the whole way with the gentleman; it insisted 
upon modifying his demands. As it was, th 
gave, or attempted to give, him too muc 
power. 

As far as an improvement over the old 3- 
man commission is concerned, a one-man com- 
mission is a joke. The Oregon folks are be- 
ginning to realize this and I believe it will 
only be a question of time until the old con- 
ditions will be restored. Should other states 
follow Oregon with its single commissioner 
they will find they have made a serious blun- 
der. 

In Oregon the crowd that demanded the 
abolishment of the old commission and final- 
ly accepted with approval the one-man com- 
mission, consists almost entirely of people 
who are imbned with the government owner- 
ship idea. They hope to be able to point to 
the failure of regulation and say: 

“The only hone is public ownership and 
operation of public utilities.” 

—Oswatp WEst, 
(Former governor of Oregon) 
Portland, Oregon. 
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India’s Experiments with 
Government-owned Railroads 


ERBERT CorEY’s correspondence with Mr. 

Otto E. Eckert concerning the municipal 
power plant in Lansing, Michigan (in the 
July 6th issue of Pusiic Utizities Forr- 
NIGHTLY), together with William A. Prender- 
gast’s comments in the same number on the 
concerted assaults on the state commissions 
with the obvious purpose of preparing the 
way for ultimate Federal ownership and op- 
eration of the utilities, prompts me to submit 
some facts and figures concerning India’s 
experiment with its “socialized railways.” 

A socialist organ recently said that the 
“government-owned railways in India are a 
huge success and there is an annual profit of 
$100,000,000.” 

Here are the facts from the official reports: 

The government owns and operates 41,874 
miles of line, which cost $3,124,884,500. 
Freight rates on that socialized railway system 


we see that they would have saved more 
than $25,000,000 that year if they had enjoyed 
the low cost of transportation we have in 
this country. 

Wages, of course, are very low in India; 
on the railways they average $176.86 per man 
per year, as against $1,700 in this country. 
The socialist writer was undoubtedly honest 
when he stated that there was a profit of 
over $100,000,000 a year, but what he was 
thinking about was merely the difference be- 
tween operating expenses and the gross reve- 
nue. He did not reckon about taxes which, 
if paid, would amount to $57,000,000 a year; 
this sum has to be paid by other forms of 
taxation because the railroad system does not 
pay taxes. Nor was he giving any thought 
to interest upon more than $3,000,000,000, the 
cost of the railways. At 5 per cent that 
would be $150,000,000, so without saying that 
60 cents a day for wages, or less, ought to 
enable that socialized system to make both 
ends meet, we find that in spite of this very 
low wage the Indian railway system is actu- 
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are 11 per cent higher than they are in the ally losing about $50,000,000 a year. 
United States. And as the people of India —F. G. R. Gorpon, 
paid a freight bill (in 1930) of $251,220,740, Haverhill, Mass. 
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IN COMING ISSUES OF THIS MAGAZINE— \ 
; ; s 
The Attitude of the Coming Congress P 
toward the Public Utilities t 
A close-up of the personnel of the legislators who will soon assemble f 
in the Nation’s Capitol for the consideration of measures which may € 
have and which will likely have a profound effect upon the utility n 
industry as well as upon the machinery for regulating it. By one of a 
the most experienced of the Washington correspondents— 
Harotp BRaYMAN h 
~ t! 
ti 
The Effect of State Regulation upon y 
Public Utility Investments ti 
A state-by-state check-up of the present-day status of the commissions, s 
the nature and extent of their activities, the attitude of the local public C 
toward utility regulation, and the character of the state tax laws—as Si 
seen from the viewpoint of the utility security-owner. By a statistician p 
who for years has been engaged in making a special study of utility d 
stock-market values— ‘ 
C. F. BLancHArp li 
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What Others Think 





Will the Blue Eagle Stem the Tide of Revolts 
against Utility Rates? 


T was reported in the Miami Daily 
News, upon the authority of its cor- 

respondent, Mr. James McMullin, that 
government officials high in the council 
of the National Recovery Administra- 
tion at Washington were considerably 
annoyed at the New York Public Serv- 
ice Commission for ordering slashing 
rate reductions for electric utilities serv- 
ing in the New York city area just at 
the time when General Johnson was 
closing his drive for code enlistments by 
the various industries including the utili- 
ties. 

It was not, as Mr. McMullin pointed 
out, that the NRA officials were over- 
solicitous for the welfare of the utility 
companies involved, but simply because 
the increase in utility operating expenses 
made necessary by code compliance 
would give the utilities an excellent ar- 
gument—an argument which they are 
almost certain to bring into court. 
What Washington fears is that the up- 
shot of the whole incident may be a 
court opinion exempting utilities from 
the control of the National Recovery 
Administration and declaring them to be 
exclusively subject to the state com- 
missions as to their operating expenses, 
as well as other matters usually super- 
vised under utility regulation by the 
state commissions. This is exactly what 
the NRA officials do not want at this 
time because such a decision might im- 
pair the prestige of the National In- 
dustrial Recovery Act and at the same 
time have the effect of lining up the 
states against the Federal government. 
Of course, the issue must be faced 
sooner or later but Washington would 
prefer to delay the showdown until 
NRA is somewhat more firmly estab- 
lished. 


N the other hand, it now develops 

that some utilities are cheering for 
the NRA for projecting itself into the 
picture just when it seemed as if the 
whole country were demanding drastic 
slashes in utility rates on top of the in- 
creased taxation, governmental compe- 
tion, and other grief that has been 
hounding the utilities. With the Fed- 
eral government openly striving to raise 
prices of other commodities, the least 
that the utilities might expect of the 
Blue Eagle would be some relief from 
the increasing pressure for rate reduc- 
tions. “If that relief is forthcoming,” 
says Mr. McMullin, “code costs would 
be a cheap price to pay to get rid of the 
rate reduction bugaboo.” 

Just the same, the demands of the 
NRA put many of the utilities in a 
tough spot. Acceptance without first 
obtaining formal or informal approval 
from the state commission might put the 
utilities in a position of increasing their 
operating expenses without any com- 
pensation by way of rate increases. 
Take the example of one telephone com- 
pany that was ordered a few weeks ago 
by a southern commission to cut its pay- 
roll all up and down the: line by 20 
per cent, and to apply the saving in 
rate reductions. One can easily imagine 
that such a commission might not take 
kindly an attempt by the utility to re- 
verse its order—Blue Eagle or no Blue 
Eagle. On the other hand, there was 
the risk of popular resentment and pos- 
sible boycott, if the utility refused to 
join up, particularly as most of the state 
commissions themselves were noncom- 
mittal and were following a policy of 
watchful waiting. No utility could be 
sure that after it defied Washington, 
its own state commission would not 
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“run out” on it, leaving it to weather 
the storm of public disapproval alone. 

The Connecticut company that finally 
did refuse to sign the code and resigned 
from the Edison Electric Institute, at 
least had advance notice that its state 
commission would stand by it. Even 
so, it took the added precaution of sub- 
stantially complying with the terms of 
the code as to wages and working hours, 
thereby forestalling public criticism on 
the ground that it was “not doing its 
part.” Utilities in three or four other 
states have similar assurance from their 
state commissions but it will be seen that 
the position of the utilities generally was 
and still is made more difficult by the 
demand of General Johnson that they 
fall in line under the Blue Eagle. It 
is not to be wondered at, therefore, that 
most of them preferred to take the 
chances with the Federal government 
and hope that their reward will be a 
lessening of pressure for rate reduc- 
tions. 

This is the hopeful view expressed 
by the Financial World which analyzed 
the situation in part as follows: 


“The utility companies appear to have a 
clear-cut case calling for rate increases. But 
in the opinion of the president of one of 
the country’s largest utilities, ninety per 
cent of the companies will absorb the in- 
creased costs without asking for higher 
rates. The exceptions, according to this 
executive, will be found largely among those 
companiés that already are operating under 
rate structures that are wholly inadequate. 
The immediate result of this ‘play-ball’ 
policy of the industry as a whole will in- 
evitably be reduced earnings for stockhold- 
ers. This is a situation, however, that need 
give no alarm to the longer term investor. 
The curve of electric demand is definitely 
upward, and with sales increasing the aver- 
age utility company in the not far distant 
future will be in a position where the 
additional costs can comfortably be ab- 
sorbed, thanks to the operating economies 
that have been instituted in recent years. 
One large utility company estimates its total 
increased expenses under the NRA codes 
and new taxes at about $3,500,000 annually. 
As an off-set when sales of electrical energy 
reach more normal proportions, is the fact 
that operating economies of $9,000,000 a 
year have been made since the end of 1929, 
the bulk of which could be retained even 
with output again running at the compar- 
atively high levels of 1929. 


“Out of the present welter of rising costs 
and larger taxes emerges the fact that the 
utility companies are being provided with a 
very powerful weapon against further rate 
reductions. The companies may feel reluct- 
ant to ask for justifiable increases, but they 
now have more effective reasons than ever 
before to combat reduction orders, and 
with Consolidated Gas taking its case to the 
courts, it would seem that a mile post in 
the utility rate situation has been reached. 
Even those politicians who heretofore have 
been loudest in their clamor for rate cuts 
can hardly continue their tactics now.” 


PEAKING of the gas utility industry, 
Mr. Floyd W. Parsons expressed 
a similar view in Gas Age-Record: 

“Those who are now bemoaning the fact 
that the NRA has greatly increased the 
difficulties that confront the gas industry 
may awaken to discover once again that 
blessings often come heavily disguised. We 
are engaged in a century-old enterprise that 
has its roots driven deep into solid ground. 
Ours is a business not to be upset by hasty 
assumptions or political intrigues even in a 
time of national emergency. While codp- 
erating to the fullest with every reasonable 
demand of the Nation’s leaders. and while 
making many necessary sacrifices uncom- 
plainingly, it is yet the duty of every gas 
executive to consider carefully at all times 
the welfare and safety of the huge invest- 
ment placed in utility companies by honest 
and industrious citizens. Even the render- 
ing of public service involves certain poli- 
cies and principles that must be preserved.” 


Oo’ course, complying with a code is 
going to cost some utilities a great 
deal. The president of the Public Serv- 
ice Company of New Jersey recently 
stated that the adoption of the utility 
codes will mean a $2,000,000 rise in op- 
erating costs for his company, a figure 
that compares with $17,000,000 avail- 
able for the common stock last year, and 
amounts to about 40 cents a share. An- 
other large company which grossed well 
over $100,000,000 last year estimates its 
additional costs under the code at about 
32 per cent of the amount available 
in 1932 for its common stock. A 
third company, which showed about 
$5,000,000 applicable to its junior shares 
last year, estimates about $3,000,000 as 
being its annual cost of adhering to the 
code. 

These inroads into earnings are not 
the only ones that the utilities have been 
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called on to bear under the recovery 
program. The 3 per cent tax on domes- 
tic consumption will mean another $1,- 
200,000 burden to the Public Service 
of New Jersey and one of about $1,500,- 
000 to the second company referred to 
above. Estimates have been worked out 
on most of the other companies. 
Compared with other industries the 
utilities have kept up their employment 
rate very well according to the chart 
analysis from The Econostat repro- 
duced on this page. Using 1929 as a 
base of 100, it will be seen the public 
utility employment was over 70 per cent 
capacity in March, 1933, and only slight- 
ly less in July, 1933. It will be seen, 


therefore, that the utilities would only 
have to reémploy 25 per cent in order to 
have their payrolls back to 1929 capac- 
ity, while the building industries would 
have to reémploy twice the amount of 
their present personnel to absorb the 
former amount of population gainfull 
employed in such industry. After all, 
that is the final test of the recovery pro- 
gram, the finding of means to absorb 
the general army of unemployed. 


ss - 


THE UTILITIES UNDER THE BiuE Eacte. The 
Financial World. September 6, 1933. 


MEETING THE OrDEAL. By Floyd W. Parsons. 
Gas Age-Record. September 2, 1933 





The R6le of Motor Carriers 
in a National Transportation Policy 


NYONE who ventures to appraise 

highway transport deserves com- 
mendation, even though his efforts may 
require continual revision to keep them 
abreast of rapid changes in the nature 
of motor vehicle operation. Thus it is 
not surprising that “Inland Transporta- 
tion” and its author, Sydney L. Miller, 
professor of transportation at the Uni- 
versity of Iowa, in spite of the care 
taken to weigh the evidence avail- 
able, should neglect certain recent de- 
velopments in highway transportation. 


First let us consider the conclusions 
themselves. Centralized control is es- 
sential, it is held, not only to harmonize 
“the policies and judgments of codrdi- 
nate, independent, and perhaps contend- 
ing bodies,” but also because a central- 
ized body is more likely to formulate 
and execute policies of long-time advan- 
tage and therefore of tremendously 
greater importance to society. Interstate 
motor carriers of all kinds, including 
owner operators, would be brought un- 
der this central control, which would 
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have discretion to set up state bodies 
or joint state bodies as agencies of orig- 
inal jurisdiction in all or selected types 
of cases. 

In addition to their administrative 
duties, Professor Miller would have the 
regulatory agencies take over the burden 
of economic leadership. At least he 
says (and the italics are his) : 

“In short, the final test of the propriety 
of rendering a particular service by rail, 
by highway, by waterway, or by other 
means is not wholly relative cost; rather, 
the matter of fundamental concern is mini- 
mum cost of all services of a character ac- 
ceptable to the public. It is in this that 
the significant challenge lies to regulatory 
bodies, to devise an appropriate system of 
transportation to which each agency con- 
tributes in an appropriate and prescribed 
manner.” 


Further, the public, still adhering to 
eighteenth century economics, should 
accept 

“ . . . an ordered transportation plan, 
shaped in accord with ascertained fact and 
sound principle, in the stead of that ap- 
proach to transportation chaos which now 
exists because of adherence to competition 
as a controlling principle and because of the 
fatuous belief of many that from social loss 
can come broad individual gains.” 


HAT is “sound principle” as ap- 

plied to competition of transporta- 
tion facilities? The author holds com- 
petition between various agencies should 
be controlled, not necessarily eliminated. 
“Yet, to the extent that competition re- 
mains, complete codrdination has not 
been attained and the social wastes that 
follow from duplication persist.” But 
he goes even further, in accepting the 
argument that motor trucks should be 
regulated in order to stabilize rates of 
transportation and control conditions of 
marketing and distribution. 

Two fundamental questions arise in 
this connection. In the first place, is it 
in the public interest to cure evils of 
overproduction and possibly help to es- 
tablish consumer prices, through the 
regulation of any or all facilities of 
transportation? Second, and assuming 
that in principle such regulation is justi- 
fied, should it be imposed on the motor 
truck alone? 


Does the 
author meet his own requirement, that 
an ordered transportation plan should be 
shaped in accord with ascertained facts? 
To an important extent this does not 


One may further inquire: 


seem to be the case. The facts may 
be stated and then ignored in the con- 
clusions reached. For example, it is 
said (on page 629) that any effective 
program of regulation will involve a 
large staff of inspectors, highway police, 
and other officials seeking to compel 
observance of requirements. Yet no- 
where does the author discuss the pos- 
sibility of a simpler form of regulation, 
less expensive to administer and adapted 
to small-scale widely scattered business 
units. Rather he seems to take it for 
granted that the absentee form of regu- 
lation evolved to control a comparative- 
ly few large organizations, such as the 
railroads have become, will be entirely 
practical for a multitude of bus and 
truck operators. 


HE small isolated operator, particu- 

larly in the passenger field, is not 
necessarily a carrier of intrastate pas- 
sengers only. In recent years more and 
more of these local operators have en- 
tered into interline arrangements with 
connecting interstate passenger carriers. 
Thus if the Shreveport decision (234 
U. S. 342) should be applied, the Fed- 
eral regulation of passenger carriers 
by motor vehicles may lead to a measure 
of Federal control even of intrastate bus 
service. 

The small truck operator has also be- 
gun to enter appreciably into interstate 
movements, even when he follows an 
intrastate route only. Particularly dur- 
ing the last two or three years (a period 
generally ignored in the data reviewed 
by Professor Miller) has the owner- 
driver type of operator come to the fore, 
to intensify inter-industry competition 
on long hauls and at a time when the 
total volume of traffic offered had de- 
creased. The more competent of these 
operators, working as individuals or un- 
der the auspices of a forwarding or 
other traffic-soliciting organization, are 
likely to persist even under improved 
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conditions of business. If they are to 
be controlled effectively, under state or 
Federal auspices, the method and tech- 
nique of regulation must differ from the 
conventional form discussed by Pro- 
fessor Miller. 


= “Inland Transportation” was 
published, the National Industrial 
Recovery Act has begun to function. 
Codes under the act have already been 
submitted, covering various forms of air 
and land transportation not now subject 
to Federal regulation. At this writing 
none of these codes have been approved 


by the President of the United States. 
But the possibilities of establishing a 
foundation for Federal motor vehicle 
regulation are indicated in the proposed 
bus operators’ code, which would re- 
quire all interstate operators to be li- 
censed under rules prescribed by the 
President, and to collect fares in accord- 
ance with a tariff to be adopted under 
the Code. 
—R. E. P. 


INLAND ‘TRANSPORTATION—PRINCIPLES AND 
Poricres. By Sidney L. Miller. New York: 
gt Book Co., Inc. 822 pages. 
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How the Depression Is Rocking the Principles 
of Utility Rate Making 


foe since the Supreme Court hand- 
ed down that enigmatic master de- 
cision in utility rate making, Smyth v. 
Ames in 1898, many of our most able 
economists and constitutional lawyers 
have been industriously working to per- 
fect a scientific formula for utility rate 
making. Smyth v. Ames, which really 
required only that the regulators consid- 
r “present fair value” of utility prop- 
erty devoted to public service, furnished 
a general pattern of sufficient latitude 
for all sorts of theories and formulas. 
And all sorts have certainly been forth- 
coming ever since. 

The main trouble with this 30-year 
campaign to reduce rate making to an 
exact science, if possible, was the Su- 
preme Court itself. It refused to take 
active part or take sides between the 
various warring cliques of rate theo- 
rists. The court preferred to sit back 
and exercise the veto power; and it is 
still sitting back and still vetoing. Case 
after case has come before it containing 
the brain child of some fond intellectual 
father who thought he had brought 
forth the Perfect Formula, but if all the 
rate cases of the Supreme Court, includ- 
ing those that noncommittally “affirmed 
the results” of some particular rate or- 
der, as well as those that restrained the 
enforcement of such orders, could be 
boiled down into one sentence the court 
would probably say, 

“Tt may be that there exists a Perfect 
Formula for constitutional rate fixing, 
but we have not seen it yet.” 

There may well be some inherent wis- 
dom in this refusal of the court to line 
up with any particular school of regu- 
latory thought but it must be admitted 
that the resulting confusion has added to 
the burdens which commission regula- 
tion must bear. Public confidence in the 
validity of commission regulation of 
utilities is wavering in the opinion of 
many of its critics, and some form of 
stabilization and clarification coming 
from the Supreme Court at this time 


would be timely aid indeed. Such is the 
opinion, for example, of Professor Mar- 
tin Glaeser, well-known utility econo- 
mist of the University of Wisconsin. 
Dr. Glaeser believes that the Supreme 
Court “should be made responsible for 
the regulation of these utilities.” In a 
recent lecture to his class reported in 
the Capital Times of Madison, Wis. 
(July 18, 1933), he pointed out the nu- 
merous attempts of the various commis- 
sions to work out definite principles of 
valuation and fair return in utility rate 
making. He concluded that 


re . so far state regulation of public 
utilities has not been a failure, but it has 
been working under difficulties because of 
decisions by the Supreme Court and the 
fluctuating price levels.” 


N a similar vein, Dudley F. Pegrum, 
writing in the August issue of the 
Journal of Land & Public Utility Eco- 
nomics, asks point blank: “Do we really 
want scientific regulation?’ According 
to Mr. Pegrum’s interesting analysis the 
recent decision of the Court in Los An- 
geles Gas & E. Corp. v. California R. 
Commission, 289 U. S. 287, P.U.R. 
1933C, 229, was the final blow to the 
hopes of those who have been patiently 
striving for some clarification of the 
numerous factors that clutter up the 
process of rate valuation. First of all, 
there was the disappointing opinion of 
the California commission itself. For 
years this was one of the few commis- 
sions that gallantly stood by the princi- 
ple of the historical cost rate base, right- 
ly or wrongly. The commission had suc- 
ceeded in this policy for such a long pe- 
riod, apparently by the simple but inge- 
nious devise of allowing a sufficiently 
high return on the historical rate base 
to pass constitutional muster when com- 
puted on a rate base calculated upon 
present fair value of the property in- 
volved. In other words, the commis- 
sion would say in effect to the utilities, 
“We find your historical rate base so 
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TIMES CHANGE 


much. If we considered reproduction 
cost (which we won’t) it would be so 
much more. Now these rates will give 
you 9 per cent return on our rate base 
and about 74 per cent on the other rate 
base. If that be confiscation, make the 
most of it.” 

Of course, it was not confiscation be- 
cause the alternative allowance was al- 
ways too liberal to provide an issue. In 
the recent Los Angeles Case, however, 
the commission departed from this pol- 
icy and attempted, according to Mr. 
Pegrum, to “cover its tracks” by ren- 


dering lip service to the reproduction 
cost factor, as follows: 


“Subject to deduction for accrued and 
realized depreciation in a sum of approxi- 
mately $7,650,000, the fair value of the 
property here involved as a going property 
with business attached, giving full effect to 
the current level of prices and allowing for 
any intangible elements of value not fully 
cared for in the usual and current operat- 
ing expense allowances but excluding vari- 
ous built-up claims of value incident to a 
reproduction of the property under an as- 
sumed reconstruction program as too un- 
certain and hypothetical to enter into a 
rate-base figure, did not for the year 1928, 
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using round figures, exceed $62,500,000, and 
for the year 1929 $64,000,000, and for the 
year 1930 does not exceed $65,500,000, which 
figures, for the purposes hereof, are spoken 
of as rate base.” 


Just how the commission arrived at 
its figures cannot be discovered from the 
opinion, nor is it possible to determine 
what weight was given to current prices. 
Apparently the dissenting Commission- 
er Decoto felt that the commission was 
hoping that if it threw enough alleged 
“factors” in the valuation pot, the court, 
in inspecting the result, would not both- 
er to analyze the relative weight given 
to the respective ingredients. At any 
rate, this is about what happened. The 
Supreme Court refused to bother about 
the formula and contented itself with a 
blanket approval of the “results,” ob- 
serving that “we do not sit as a board 
of revision but to enforce constitutional 
rights.” 

The effect of this decision leaves the 
whole valuation business in a sorry mud- 
dle. Mr. Pegrum concludes: 


“Thus the whole problem of regulation 
is in a vicious snarl. One of the few com- 
missions adhering to prudent investment has 
given up at least its theoretical stand; the 
courts are still insisting upon an appraisal 
of the same conglomeration of factors as 
before; fair return is still manipulated in 
accordance with the rate base without any 
reasonable guide as to the total revenue re- 
quired; and finally, the functions of courts 
and administrative bodies in regulation are 
more confused than they were twenty years 
ago. It is extremely unfortunate that this 
opportunity for clarifying these issues 
should have been passed up. The uncer- 
tainty of the future in regard to price 
changes throws the whole problem of regu- 
lation and regulatory machinery wider open 
than ever. With an extension of Federal 
regulation of business the relations of courts 
and administrative authorities and the pos- 
sibilities and scope of government regula- 
tion will present an extremely acute issue 
which our present accomplishments will 
serve to confuse rather than clarify.” 


SIDE from confusion over the estab- 
lished methods of rate making 
based on valuation, the depression has 
brought forward a host of substitutes 
and short cuts that seem more and more 
to be luring the commissions from the 


orthodox paths of former years. Chief 
among these is the “value of service” 
doctrine, which is historically older than 
the more usual regulatory practice of 
basing utility rates upon the cost of the 
service, but which, so far, has little ju- 
dicial sanction from high authority ex- 
cept in troublesome dicta of a few early 
Supreme Court cases, such as Coving- 
ton & L. Turnpike Road Co. v. Sand- 
ford (1896) 164 U. S. 578, 596, 41 L. 
ed. 560, wherein the court said: 


“Tf the establishing of new lines of trans- 
portation should cause a diminution in the 
number of those who need to use a turn- 

ike road, and, consequently, a diminution 
in the tolls collected, that is not, in itself, a 
sufficient reason why the corporation, oper- 
ating the road, should be allowed to main- 
tain rates that would be unjust to those who 
must or do use its property.” 


The difficulty of using the value of 
service as an alternative or substitute 
criterion for utility rate making lies not 
only in the general inability to find an 
accurate measurement of this “value,” 
but also in the inability to find an accu- 
rate meaning or definition for it. 
Eleanor Heyman, writing in the same is- 
sue of the Journal of Land & Public 
Utility Economics with Mr. Pegrum, 
has accomplished a fairly complete and 
plausible analysis of both these difficul- 
ties. 

In the beginning, Miss Heyman finds 
a conflict among economic authorities as 
to whether value of service can be 
measured by the cost of a competitive 
substitute. Professor Philip Cabot of 
Harvard holds that it can, while Dr. 
Pigou holds apparently that the value of 
service must be identified with a mo- 
nopolistic condition. 

Proceeding from the economists to 
the courts and commissions, Miss Hey- 
man finds even more disagreement 
about the value of service. First of all, 
there is grave doubt as to the legality of 
its application to utility rate making. 
The Wisconsin Supreme Court in Wis- 
consin-Minnesota Light & P. Co. vw. 
Railroad Commission, 183 Wis. 96, 
P.U.R.1924C, 534, held that even if it 
be established that the consumer pays 
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more for the service than it is worth, 
the utility cannot be compelled to fur- 
nish it at less than cost. 

Next, Miss Heyman finds evidence of 
four different attempts to measure the 
elusive “value of service” : 


1. By the amount of declining patronage 
(presumably resulting from high rates 
which “exceed” the value of service). 

2. By comparison of the rates to be tested 
with rates charged elsewhere for similar 
service by utilities operating under compa- 
rable conditions. 

3. By “what the traffic will bear.” 

4. By the consumer’s ability to pay. 


iss Heyman discusses the objec- 

tions to these various measures 
and while she finds some advantages to 
be derived from the use of some of 
them, her conclusion seems to be that, 
generally, they are unsound and unsat- 
isfactory as regulatory guides. “De- 
clining patronage,” for example, she 
finds may be due to excessive utility 
rates, but then again it may be due to 
other factors: general business depres- 
sion, the presence of competitive alter- 
natives; the obsolescence of the service 
offered (such as in the case of some 
street railway companies), or the decline 
of the community which the utility 
serves. Comparison of rates she finds 
too conjectural for general use, as it is 
virtually impossible to find two utility 
services that are comparable “on all 
fours.” She hints that more improve- 
ment in cost standards might make this 
method somewhat more useful. “What 
the traffic will bear” is dismissed as like- 
ly to result in oppression of consumers 
generally or of certain classes of con- 
sumers. “Ability of the consumer to 
pay” is shown to be impractical as well 
as inequitable. Miss Heyman cited one 
California case decided on that princi- 
ple, where the various classes of con- 
sumers paraded their economic distress, 
causing the representative of the large 
power users to observe that since the 
man who shed the most tears apparently 
got the most relief, he would request 
the commission to relieve him of the ne- 
cessity of actually crying in the hearing 


room by ordering the record to ‘ ‘indicate 
that he shed tears abundantly.” Miss 
Heyman concluded: 


“After analyzing the ‘value of the serv- 
ice’ concept and its uses, it would now be 
well to attempt a synthesis. The various 
definitions offered, rather than nati”, - 
air, have only befogged it. 
greatest difficulty that inheres in a, | 
the service’ is the plurality of definitions 
with which it has been saddled. The things 
that have been done in its name have 
far from insignificant in rate making, but 
the use of so ambiguous a term is to cae 
plored. Value of the service is a a 
broad shield behind which the consumer can 
seek protection, but in its many uses it pos- 
sesses the defects of its qualities, for there- 
in arise the many definitions which lead to 
confusion and exasperation.” 


NOTHER short cut in rate making 

that has forged rapidly to the 
front under the stress of adverse eco- 
nomic conditions is the so-called “con- 
ference method” or regulation by nego- 
tiation. It is extra legal, of course, and 
depends chiefly on good will, fair play, 
and gentlemen’s agreements between the 
utilities and their regulators. Is it pos- 
sible for a commission thus to formu- 
late a tentative rate structure based up- 
on the merest superficial estimation of 
the utility’s property values, operating 
expenses, profits, and so forth—and at 
the same time satisfy the utility and the 
consuming public alike? Mr. Nathaniel 
T. Guernsey, of New York, nationally 
known utility counsel thinks so. In an 
address to the recent convention of the 
American Bar Association in Grand 
Rapids, Mich., he stated : 


“Here is the case in a nutshell. In actual 
rate making, those who are charged with 
this duty base their conclusions upon these 
factors in the business of the utility. They 
do not resort to valuations for this pur- 
pose. Can the commissions evaluate these 
same facts and reach equally sound conclu- 
sions from them? I have no doubt that 
they can, nor do I think that they doubt 
their ability to do this. 

“Some laws require the valuation of the 
property of the utilities but I do not recall 
any law that contemplates or requires this 
in each proceeding involving a regulation of 
rates. Where the laws require valuations, 
they must be made, but once made, regu- 
lation by conference may proceed under 
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these laws. The valuations would probably 
prove no more satisfactory than those made 
where there is no express requirement.” 


Mr. Guernsey warns, however, that 
attempts at regulation by conference 
will be futile if either one or both of the 
parties are not honest in their codpera- 
tion. 


INALLY, another method that seems 

to be enjoying some publicity during 
the depression months is the so-called 
“emergency rate reduction.” These rate 
orders are not based upon an attempted 
finding of value of the utility property 
involved, but more often upon the rec- 
ord of earnings of the utility’s securi- 
ties and corporate reserves. Despite the 
fact that these orders attempt to avoid 
constitutional objection by virtue of 
their “temporary” or “interlocutory” 
character, there is grave doubt of their 
general legality unless a reasonable re- 
turn (as gauged by at least a tentative 
rate base) is allowed. The best-known 
illustration of this method is the recent 
electric rate reduction for New York 
city which is tied up in the New York 
courts at this writing. 

Chairman Maltbie, of the New York 
commission, appeared to have some 
doubts about the outcome of the litiga- 
tion now threatening, for he remarked 
when the hearings were first opened that 
“if the utilities do not see fit to co- 
Operate, the efforts of the commission 
for temporary relief may be fruitless.” 
He pointed out that if the utilities 
forced the commission into formal pro- 
cedure, the cost would be so prohibitive 
that commission regulation would break 
down in New York state from the sheer 
expense of its conduct. He estimated 
that it would cost the commission 
$750,000 to appraise a single $100,000,- 
000 power utility, and added that the 
commission does not even have $750,000 
to spend for all its work put together. 

The New York commission frankly 
gave as one of its reasons for the drastic 
rate reduction the high dividends earned 
by the electric utilities during the de- 
pression years. The Supreme Court 


once said in a rate case involving the 
New York Telephone Company, “prof- 
its of the past cannot be used to sustain 
confiscatory rates for the future.” 
Nevertheless, the New York commis- 
sion’s order, based as it was on the 
alleged excessive profits of utilities dur- 
ing the suffering years of the depression, 
finds much favor in the liberal press. 
The Washington (D. C.) Daily News 
(Scripps-Howard) editorially stated: 


“Utilities suffered less than most other 
businesses during the depression. In fact 
they have, for years, been guaranteed stable 
profits while other businesses have been 
plowing through the peaks and valleys. Yet 
utility rates have not followed the down- 
ward course of the cost of living, along 
with other commodities. If regulation has 
slowed up the process of lowering rates, 
and thus given utilities an advantage 
through the dark days of the depression, 
they should not grumble at being brought 
into line now.” 


HE Wall Street Journal, on the 

other hand, wants to know if the 
New York commission is trying to fix 
reasonable utility rates or trying to play 
Robin Hood. It editorially stated: 


“Here is a frank admission that in mak- 
ing this order the commission was less en- 
gaged in making ‘reasonable’ rates under 
any recognized legal principle than in gen- 
erously distributing the depression among 
those it considered able to bear its burdens. 

“And that is very likely to be the essence 
of public and necessarily political rate reg- 
ulation in such times as these. The utili- 
ties have so far enjoyed relative earnings’ 
stability and we little forgotten men don’t 
like to see anybody else getting along bet- 
ter than we are. More of us have to buy 
gas and electricity than own Consolidated 
Gas stock and a still smaller percentage of 
us will get wage benefits through applica- 
tion of a national code to the utilities. Un- 
questionably the allocation of a fair and 
even generous share of the depression bur- 
dens to the utility companies will be popu- 
a, 


BOUT a year ago, certain leading 
economists advocated allowing the 
utilities to make a little more money 
during prosperous years so as to leave 
room for reductions during hard times 
as a matter of public relief. F. A. New- 
ton, of the Commonwealth and South- 
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ern Corporation, opposed this plan at 
the first annual convention of the Edi- 
son Electric Institute last spring. He 
pointed out that the higher rates in good 
times would open the door to utility 
competition and result in permanent loss 
of business. 

One editorial commentator, The New 
Republic, went so far as to suggest that 
the record of corporate earnings during 
the depression as well as before it could 
be used to test the reasonableness or 
comparative accuracy of valuation and 
return findings fixed by courts or com- 
missions for rate making. The item 
stated : 


“After ten years of litigation, the Chi- 
cago telephone rate case is now on its way 
for the third time to the United States Su- 
preme Court. With a few minor exceptions, 
the findings of the statutory 3-judge court 
constituted a blanket endorsement of the 
contentions of the telephone company. Had 
the reduced rates against which the com- 
pany was complaining been in effect since 
1923, the court found, its earnings over the 
10-year period would have averaged 2.74 per 
cent below the minimum permitted by court 
interpretation of the Constitution. But here 
is the joker. Upon the same figures, the 
actual earnings of the company under the 
existing rates—during the heyday, be it not- 
ed, of post-war prosperity in this country 
—averaged 1.76 per cent below the minimum 
point of confiscation fixed by judges ex- 
pounding the Fourteenth Amendment. 
Surely this is the reductio ad absurdum of 
prevailing doctrines of utility valuation. If 
the learned judges of the highest court will 
compare these figures with the dividend 
record and financial rating of the Illinois 
Bell Telephone Company as given in such 
standard manuals as Moody’s ‘Public Utili- 
ties,’ and ask themselves the simple ques- 


tion, ‘Does this make sense?’ they may be 
prompted to examine more critically the 
process of legal legerdemain by which the 
a below arrived at so preposterous a 
result.” 


If the editor of The New Republic 
would read the opinion of the district 
court, as well as the “standard man- 
uals,” a little more carefully he would 
observe that the dividend rate is com- 
puted upon the original par value of 
outstanding common stock, while the re- 
turn is based upon the estimate of the 
present value of the actual property de- 
voted to the utility’s service. That these 
two figures may vary widely is not 
necessarily inconsistent nor improper, 
but happens very often with the best 
regulated utilities. 

—F. X. W. 


CoMMENTS ON LEGISLATION AND Court Dr- 
cisions. By Dudley F. Pegrum. The 
Journal of Land & Public Utility Econom- 
ics. August, 1933. 


THe VALUE OF THE Service: Its Various 
MEANINGS AND Uses. By Eleanor Heyman. 
The Journal of Land & Public Utility 
Economics. August, 1933. 


REGULATION BY ConrereNcE. Address by 
Nathaniel T. Guernsey before American 
Bar Association, Grand Rapids, Mich. Au- 
gust 29, 1933. 


Lower Execrric Rates. Editorial. The 
Washington Daily News. August 23, 1933. 


Eprrortrat. The Wall Street Journal. Au- 
gust 24, 1933. 


EprrortaL. The New Republic. September 
6, 1933. 





Other Articles Worth Reading 


Gas: A Srupy 1n Expansion. The Case of 
Associated Gas. By N. D. Danielian. The 
Atlantic. July, 1933. 


How Utiities Can Buttp Up Betrer Pustic 
Rextations. By Wesley A. Gilman. Gas 
Age-Record. July 29, 1933. 


Is Moron ComPeTITION UNFAIR? Both sides 
of a controversy, as viewed by Samuel O. 
Dunn and A. J. Brosseau. The Rotarian, 
September, 1933. 


Ir Pays to Ficut ror Lower Rates. By 
O. S. Dean. The seventh of a series of 
articles on electric power and the consumer. 
The Nation. July 12, 1933. 


Mr.x—A Pustic Utmitry? By James E. 
Boyle. Barron’s, September 4, 1933. 


MUNICIPALLY OwNED GENERATING PLANTS IN 
EXISTENCE IN THE UNITED STATES AS OF 
DecemsBer 31, 1932. Paul Jerome Raver. 
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Journal of Land & Public Utility Eco- 
nomics, August, 1933 

A complete list of municipally owned 
generating plants, together with the name 
of the town, the total horsepower capacity, 
date of origin, type of prime mover at 
origin and at December 31, 1930, and addi- 
tional facts about generation. 


Muscte SHoats Opens A New Pata. By 
a Bishop. Nation’s Business. July, 


New 1933 Urmiry Cuarr. Revised as of 
July 1, 1933. Pittsburgh: Robert A. 
Burrows, Koppers Building. $1. 


This chart is replete with numerous facts 
such as the following: 

1. Interrelations of all voting stocks for 
over 380 companies showing per cent hold- 
ings of all classes along with the net per 
cent of total voting control. 

2. Total amount of outstanding capital- 
ization, on a consolidated basis; bonds, pre- 
ferred and common stocks with an extension 
showing the segregated percentages of each. 
A bar graph is also shown on the right 
side of each large box enabling ready com- 
parisons. 

3. Total 1932 gross revenues including 
operating gross and other net income. 

4. Total amount of capital surplus and 
earned surplus at the end of 1932. 

5. Operating ratio indicating the compar- 
ative efficiency of companies engaged in 
similar activities. 

6. Per cent classification of gross reve- 
nues into electric light and power, gas, 
water, transportation, and miscellaneous. A 
bar graph is also shown on the left side 
of each large box enabling ready compari- 
sons. 

7. Last four years’ earnings on the com- 
mon, preferred, and ratio of over-all charges 
times earned. 


8. Total outstanding stocks of each large 
parent holding or operating company. 

9. Index to chart including the state of 
incorporation for each company. 


PLANNING IN THE TENNESSEE VALLEY. By 


Arthur E. Morgan. Current History, 
tember, 1933. ar 


Private OwnersHip Stix Stanps. By 


ee E. Sokolsky. Vanity Fair. July, 


Pusiic Controt or Contract Moror Car- 


rieERS. John J. George. Journal of Land 
& Public Utility Economics, August, 1933. 

The necessity for regulating this type of 
carrier is pointed out; the various attempts 
at such regulation, both invalid and valid, 
are analyzed; the important case of 
Stephenson v. Binford is examined critical- 
ly, not only for its actual contents but for 
what it indicates as to the probable course 
of future regulation of contract motor car- 
riers. 


Tue Utmiry Crisis 1n New York. By 


Jerome Count. The Nation. August 23, 
933. 
THe VALUE OF THE SERVICE: ITs VARIOUS 


MEANINGS AND Usess. Eleanor Heyman. 
Journal of Land & Public Utility Econom- 
ics, August, 1933. 

The concept of value of the service is 
examined in its competitive and in its mon- 
opolistic aspects. Declining patronage and 
rate comparisons are examined as means of 
determining the value of the service. Final- 
ly, the various uses of the concept in regu- 
lation are discussed; these include (1) dis- 
tribution of the rate burden; (2) protection 
of a vested interest; (3) adjustment of 
rates according to ability to pay. 


Uritiry Prorits in New Jersey. By Samuel 


Morris. The Nation, September 13, 1933. 





Publications Received 


A Primer or “New Dear” Economics. By 
J. George Frederick. With chapters by 
Gerard Swope, Bernard Baruch, Donald 
Richberg. New York: The Business 
Bourse. 1933. $2. 322 pages. 


Principles and 


THE TRANSPORTATION CRISIS. 


Policies. By Sidney L. Miller. New York: 
McGraw-Hill Book Co., Inc. 1933. 822 
pages. 

By G. Lloyd 
Wilson. New York: Sears Publishing 
Company, Inc. 1933. 334 pages. $2.50. 
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The March of Events 





Tennessee Valley Authority 
Announces Power Policy 


AN declaration that the generation and 
distribution of electric power “is a pub- 
lic business” was made by the Tennessee Val- 
ley Authority on August 24th in laying down 
a broad policy for developing the big south- 
ern river. Without mincing words the Au- 
thority asserted its purpose to control power 
development in the valley with the public in- 
terest uppermost in mind. It laid down the 
rule that the public interest is “superior” to 
any private interest and must prevail, though 
conceding that where a conflict can be recon- 
ciled without injury to the public it should 


The board, created by Congress to carry 
out President Roosevelt’s far-reaching plan 
for development of the Tennessee valley, 
served notice that the adverse effect of its 
actions on privately owned companies would 
be given serious consideration, but would not 
be “the determining factor.” To provide a 
workable and economic basis of operations, 
the authority laid out three “initial areas” for 
development of its program. They are: 

“1. The region immediately proximate to 
the route of the transmission line to be con- 
structed by the authority between Muscle 
Shoals and the site of the Norris dam. 

“2. The region in proximity to Muscle 
Shoals, including Alabama and northeastern 
Mississippi. 

“3. The region in the proximity of Norris 
dam (the new source of power to be con- 
structed by the Authority on the Clinch river 
in northeast Tennessee).” 

Another significant policy enunciated by 
the Authority was that a community has an 
“undeniable right” to own and operate its own 
electric plant to protect itself against unrea- 
sonable rates. 

The board’s policy was laid down after 
weeks of study by David E. Lilienthal, direc- 
tor in charge of power development and dis- 
tribution. It was stated in 11 points, some of 
the more important of which follow: 

“1, The business of generating and distrib- 
uting electric power is a public business. 

“2. Private and public interests in the busi- 
ness of power are of a different kind and 
quality and should not be confused. 

“3. The interest of the public in the widest 
possible use of power is superior to any pri- 
vate interest. Where the private interest and 
this public interest conflict the public interest 
must prevail. 

“4. Where there is a conflict between pub- 


lic interest and private interest in power 
which can be reconciled without injury to the 
public interest, such reconciliation should be 
made. 

“5. The right of a community to own and 
operate its own electric plant is undeniable. 
This is one of the measures which the people 
may properly take to protect themselves 
against unreasonable rates. Such a course of 
action may take the form of acquiring the 
existing plant or setting up a competing plant, 
as circumstances may dictate. 

“6. The fact that action by the authority 
may have an adverse economic effect upon a 
privately owned utility should be a matter 
for the serious consideration of the board in 
framing and executing its power program. 
But it is not the determining factor. The 
most important considerations are the fur- 
thering of the public interest in making pow- 
er available at the lowest rate consistent with 
sound financial policy and the accomplish- 
ment of the social objectives which low cost 
power makes possible. The authority cannot 
decline to take action solely upon the ground 
that to do so would injure a privately owned 
utility.” 

The other points, in addition to defining 
the initial areas of operation and suggesting 
they might be expanded later, promised to 
avoid waste wherever possible by the acqui- 
sition of private facilities rather than con- 
struction of new, use of accounting methods 
to supply a “yardstick” for comparison of 
costs, and public inspection of its records. 


> 
Utility Rule on Milk Forecasted 


Y - agricultural administration may deal 
with the milk industry as a public utility, 
Secretary Wallace revealed in an address to 
the New York state fair at Syracuse, N. Y., 
on September 5th. Secretary Wallace called 
upon dairymen to work out plans for pro- 
duction control and added: 

“Parenthetically, I call your attention to 
these questions which we have not yet thought 
through: Must we necessarily pass on to the 
consumer the total increase in milk prices paid 
to the farmers? Cannot the spread be nar- 
rowed? Is it not possible to reduce the waste 
and inefficiency in the distribution of milk? 
Should we not begin to deal with the milk 
industry as a public utility?” 

Declaring the dairy problem cannot be set- 
tled by agreements and licensing provisions 
alone, Secretary Wallace said that dairymen 
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may well consider the imposition of a process- 
ing tax in the near future, the proceeds of 
which might be used, among other things, to 


control production. He added that the de- 
tails of such a plan must come from the dairy- 
men themselves. 


@ 
Alabama 


Birmingham Suburb Downs 
Municipal Ownership 


OMEWoOOD, a suburb of Birmingham and 

first of a number of municipalities lo- 
cated in Jefferson county to vote on munici- 
pal ownership with a view to possible use of 
Muscle Shoals power, overwhelmingly de- 
feated the proposal for a municipal plant in 
a special election held on September Sth. Al- 
though the proposal had the unanimous back- 
ing of Mayor Bryant and the city council, it 
was defeated by a margin of almost 3 to 1. 
The vote was rather light but each of the 
five wards of the suburb showed substantial 
majority against the proposal of the city 
council. 

The result was hailed as a victory by Wil- 
liam B. McCullough, chairman of the citizen’s 
committee, who charged that city authorities 
had withheld information from the voters. 
In the neighboring township of Bessemer, on 
the same day, the city council killed a pro- 
posed ordinance calling for a municipal plant 
referendum. The city of Tarrant, also in 
Jefferson county, was to vote on the proposal 
September 12th, and the city of Birmingham 
itself will vote on October 9th. 


Shoals Plant Taken Over 
by Lilienthal 


ETTLEMENT of a 13-year old controversy 
of public versus private operation was 
consummated on September Ist with the tak- 
ing over of the great hydroelectric and ni- 
trate plants at Muscle Shoals by the Tennes- 
see Valley Authority. David E. Lilienthal, 
general counsel and utility administrator of 
the T. V. A. board of three directors, signed 
the receipts for the Shoals property—formally 
transferring complete ownership from the 
War Department to the T. V. A. Major 
Neyland, United States District Engineer, 
made the transfer representing the Army. 
The transfer was made without any ceremony 
after T. V. A. officials had examined inven- 
tories and reports. 

Frederick J. Schlemmer, who has been at 
the Shoals for the past few weeks, was an- 
nounced by Director Lilienthal as the man- 
ager of all T. V. A. properties in Muscle 
Shoals. The manager of the hydroelectric 
operations is to be announced later. Dr. Wal- 
ter N. Polakov, expert in power plant man- 
agement, will undertake a study of the ad- 
ministration and operation of the plant. 


7 
California 


Increased Street Car Fare 
Disapproved 


Aces of disapproval from the San 
Francisco city hall on August 28th greet- 
ing the Market Street Railway Company’s 
proposal for a joint agreement with the mu- 
nicipal railway for an increase in fares from 
5 cents to 6 cents to enable the private utility 
to meet NRA code provisions. 

“We are already observing NRA hours and 
pay rates on the Municipal Railway,” said 
Edward G. Cahill, city manager of utilities. 
City street car patrons would have to pay 

600, a year more under the fare boost 
should all continue to ride at the increased 
fare, according to estimates of utility account- 


ants. 

Mayor Rossi declared that “the Municipal 
Railway is in splendid shape under the 5-cent 
fare, and its comparatively small operating 
deficit at the present time will be turned into 


profit before the end of the current fiscal 
year.” Following these statements, the city 
public utilities commission definitely refused 


the request. 
5 


Gas Rate Fight Opened in San 
Francisco Area 


AN Francisco and Oakland began their 

presentation of arguments for lower gas 
rates in the bay region before the state com- 
mission on August 29th. Dion Holm, assist- 
ant city attorney, said the attack would be 
primarily against the rate base at present 
maintained by the Pacific Gas & Electric 
Company. 

Hearings on the gas rate question have been 
going on before President Clyde L. Seavy of 
the state commission for several months. A 
decision by the commission was expected 
sometime in October. Should a reduction be 
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ordered, it would be retroactive to July 16th, 
according to an agreement between attorneys 
for the company and the commission. Com- 


missioner Seavy said the company was ex- 
pected to begin presentation of its case about 
September 5th. 


e 


Georgia 


Governor Asks State Power 
Utility Probe 


Ce Talmadge on August 31st sug- 
gested that the public service commis- 
sion investigate a reported business arrange- 
ment of the Georgia Power Company which 
the chief executive said afforded “opportunity 
not only for unfair trade practices but also 
of placing electric consumers in position to 
be charged rates based upon excessive mate- 
rial costs.” The governor said he had re- 
ceived “several complaints” and was “in- 
formed that the Georgia Power Company buys 
practically all of certain kinds of electrical 
equipment from one concern, which concern 
is owned or controlled by one of the high 
officials of this company.” 

He suggested that the commission inquire 
into these reports at its hearings on power 
and light rates, scheduled for November. 
Chairman Jud P. Wilhoit, of the public serv- 
ice commission, said the governor’s letter 
made public at the governor’s office had been 
received and would receive attention and study 
for whatever relevancy it may have. 

In other quarters, it was said the state had 
no regulation over where utility companies 
purchase their supplies, unless it can be 
shown that they were purchased at excessive 
prices. In such an event, the commission 
could refuse to allow the excess price in ar- 
riving at the valuation of a utility’s property 
for rate-making purposes. 


- 
Former Commissioner Files 
New Ouster Suit 


A? quo warranto suit growing out 
of Governor Talmadge’s ouster of the 


public service commission was reported filed 
August 3lst by Albert J. Woodruff, one of 
the suspended commissioners, seeking remov- 
al from office of George Goode, Carnesville 
attorney and one of the five new board mem- 
bers. Mr. Goode said he had been advised 
Woodruff had filed the suit at Carnesville in 
the northern circuit superior court, over which 
Judge Berry T. Moseley presides. The case 
was to be heard September 9th at Carnesville. 

Three other quo warranto suits have been 
dismissed by judges in Atlanta, Warrenton, 
and LaGrange, the respective homes of Ben 
T. Huiet, Jud Wilhoit, and J. B. Daniel, also 
new appointees to the commission. They 
were brought by three ousted members of the 
commission. Mr. Goode said that attorneys 
assigned to the state law department would 
represent him in the case. 


> 


Pullman Surcharge Attacked 
by Commission 


HE Georgia Public Service Commission 
on September 5th issued an order calling 
upon all of the railroads operating in the 
state and the Pullman Company to show cause 
why the 50 per cent surcharge now charged 
on Pullman tickets should not be eliminated. 
Hearing on the order will be held October 
27th. Chairman J. P. Wilhoit, of the com- 
mission, said that the order was issued after 
a study of Pullman conditions at present as 
compared with those of twenty years ago. 
The commission postponed a hearing sched- 
uled on its order citing railroads to show 
cause why rates on cotton and cotton products 
should not be reduced until October 10th 
when freight rates on all commodities will be 
gone into by the board. 


e 


Illinois 


Utilities Asked to File Monthly 
Statements with Commission 


A® gas and electric utility companies will 
hereafter be required to make monthly 
statements to the Illinois Commerce Commis- 
sion, it was announced on August 28th by 
Chairman Benjamin F. Lindheimer. The re- 
ports, which must show all transactions with 


affiliated companies, will list income and op- 
erating expenses to indicate the effect of the 
new rates ordered from time to time by the 
commission. Companies providing water and 
heating services are included in the order, but 
Chairman Lindheimer said the commission is 
concentrating on gas and electric utilities at 
present. 

“We expect that the new rule will give the 
commission a comprehensive picture of the ef- 
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fects of rate reduction,” said Mr. Lindheimer. 
“The commission will then know at a glance 
whether the business of a particular corpora- 
tion is on the increase or decrease.” 


* 


Utilities to Test Illinois 
Retail Tax 


B™ available estimates are that the appli- 
cation of the Illinois 2 per cent occupa- 
tional or sales tax to utilities would yield 

,000,000 or more a year, of which some- 
thing less than half would be contributed by 
the utilities serving the Chicago area. The 
three largest companies serving this area es- 
timate their tax payment would be upwards 
of $2,500,000 a year. The utilities intend to 
oppose in court application of this tax to 
them, according to a Chicago dispatch to The 
Wall Street Journal of August 21st. 

The principal issue, which, it is said, has 
never been judicially decided, is whether or 


e 


not electricity, gas, and water is tangible per- 
sonal property. Attorneys interested in the 
case state that the attorney general of Penn- 
sylvania has rendered an opinion that they 
do not come under such classification, and 
that because of this opinion the matter did 
not go further in that state. 

Another issue in the present case is whether 
it is a to assess this tax against utili- 
ties which cannot pass it on to customers, as 
can other businesses, without proceedings be- 
fore the Illinois Commerce Commission which 
as a rule are of a lengthy nature. The com- 
panies are not attacking the constitutionality 
of the Illinois retailers occupation tax act. 
This act was recently upheld in the circuit 
court of Sangamon county, but the [Illinois 
Supreme Court will not get the appeal from 
this case until the fall months. While the 
various companies concerned probably will 
file separate bills, it will probably be stipu- 
lated that only one case be tried in each in- 
stance for electricity, gas, and water, the de- 
cision to be binding for all other cases. 


Indiana 


NRA Aid Asked in City 
Taxicab War 


NDIANAPOLIS administrators of the NRA 

have been asked to act as mediators in the 
Indianapolis taxicab war, said to have result- 
ed from price-cutting competition. The 
Hoosier Cab Company on September Ist an- 
nounced a rate different from that followed 
by the other companies. The general price, 
according to an official of the Union Cab 
Company, was fixed at a meeting of the taxi- 
cab groups in the hope that it would stabilize 
competition and so that drivers, operating on 
a 30 per cent commission, would receive at 
least the NRA $14.50 minimum. 

Harry Fuller, manager of the Hoosier 
Company, said his company had withdrawn 
from the association and that the code adopt- 
ed by the association never had been accepted 
by the NRA administration in Washington. 


Realtors in Meter Dispute 
with Utility 

G= Realtors’ Association on August 15th 

planned to carry to the Indiana commis- 
sion its contention with the Gary Heat, Light 
and Water Company in which the realtors 
assert the company has violated the law. The 
realtors contend the effort to force home own- 
ers to place new electric meters in their 
residences at their own expense “is unjust 
and not within the law.” 

The association decided on the appeal when 
its utility committee reported that George N.. 
Rooker, manager of the Gary utility, had re- 
fused to modify his stand that the new type 
of meter must be placed in every apartment 
and home where current had been “jumped” 
during the depression even though present 
— had paid their bills and were not at 

ault. 


e 
Kansas 


Phone Rentals Reduced by 
Voluntary Action 


T= Southwestern Bell Telephone Com- 
pany on August 10th notified the state 
corporation commission that it had reduced 
rentals on hand sets from 25 cents to 15 cents 
a month. The company has about 20,000 of 
these sets in use in the state and the saving 


to patrons was estimated to total $25,000 a 
year. 

Warren S. Miller, division general manager 
for the telephone company in Kansas, issued 
a formal statement regarding the move. He 
said that while the company’s revenues do not 
provide a fair return, consideration was giv- 
en to the fact that recently these reductions 
had been made in several other states and 
would at once be made applicable in Kansas. 
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The hand sets cost practically twice as much 
as desks sets, he said, and call for a greater 
maintenance cost. 


= 
Commission Cites Over 500 
Motor Carriers 


TOTAL of 556 contract and private motor 
carriers are being cited by the state cor- 


poration commission to appear before it and 
show cause why their certificates should not 
be revoked for failure to pay ton mileage 
taxes, to make $35 minimum deposit, or to 
abide by regulations laid down by the regu- 
latory body. On August 28th hearings were 
held for 155 carriers; August 30th, 50 car- 
riers; September Ist, 100 carriers; September 
12th, 50 carriers; while on September 18th, 
101 carriers were to have been heard, and on 
September 22nd, 100 more carriers. 


z 
Kentucky 


New Utility Tax Bill Introduced 
in Legislature 


A BILL to levy a tax of 2 per cent on the 
gross receipts of every public utility con- 
cern from the sale of electric current, artifi- 
cial and natural gas, water, and telephone and 
telegraph service in the state of Kentucky 
was offered on August 25th in the house by 
Representative Homer Sullivan, of Fort 
Thomas. The measure, if enacted, Mr. Sulli- 
van said, would bar utility concerns from 
passing the tax on to the consumer. He did 
not offer any estimate of the amount that 
could be raised from the proposed measure, 
but said that it easily could be imagined that 
it would yield a “tremendous” sum. 
Receipts from the proposed tax would be 
paid into the general expenditure fund of the 
state. From them Mr. Sullivan’s measure 
would appropriate $3,000,000 a year for the 


“poor and needy” in the commonwealth and 
to meet the proposal laid down by the Fed- 
eral government for expenditure of Federal 
funds for state relief purposes. 

On the preceding day, August 24th, an- 
other bill was introduced in the house by L. 
B. Hamilton, of Franklin county, to tax gas 
production and electric current distribution in 
the state. The bill would levy a tax of one- 
half cent per thousand cubic feet on produc- 
tion of natural gas and a tax of one-fourth 
cent per kilowatt hour on electric current. 
The measure carries an emergency clause. 

The proposed act would be administered by 
the state tax commission which would have 
power to draft regulations and enforce them. 
The tax commission would have power to ex- 
amine records of the utility companies in- 
volved. Representative Hamilton said the bill 
was designed to require producers of natural 
gas and electric current to pay the tax rather 
than pass it on to the consumers. 


=e 
Louisiana 


Voluntary Phone Rate Reduc- 
tions Asked 


HE Louisiana Public Service Commission 
has requested the Southern Bell Tele- 
phone and Telegraph Company to waive or 
reduce report and installation charges, and 
charges for rural and hotel telephone serv- 
ice, it was announced on August 29th by 


e 


Chairman Harvey G. Fields. General eco- 
nomic conditions were cited as reason for the 
suggested reduction or waivers. A commis- 
sion resolution asked the company to pro- 
vide such temporary or permanent relief 
along the lines proposed “as could be granted 
under present conditions.” 

The commission approved a substantially 
lower scale of telephone rates for the town of 
Westwego, New Orleans suburb. 


Maine 


State Commission Will Conform 
to NRA Code Requirements 


HE public utilities commission said on 
August 9th that it understood regulated 
public utilities may not be subject to provi- 


sions of the National Recovery Act, “but that 
in keeping with the spirit of the act ‘ 
utilities should put into effect as many of the 
provisions of the blanket code as are feasible, 
pending definite action in regard to public 
utilities.” 

Since there seemed to be some confusion 
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as to whether or not regulated public utilities 
must subscribe to the code agreements under 
the National Industrial Recovery Act, the 
Maine commission called attention to an ab- 
stract from a letter received by the commis- 
sion of New Hampshire from Lester P. Wil- 
son, executive secretary of the National Re- 
covery Act, which conceded that at present 
public utilities operating under the conditions 
cited were not intended to be covered by the 
President’s reémployment agreement. But it 


e 


was suggested that in keeping with the spirit 
of the act, the commission should recommend 
that the utilities put into effect as many of 
the provisions of the blanket code as are feas- 
ible, pending definite action in regard to pub- 
lic utilities. 

Inasmuch as conditions in Maine were re- 
garded as fairly comparable to those in New 
Hampshire, the Maine commission felt that 
the recommendations of the letter would be 
equally applicable to utilities in Maine. 


Massachusetts 


Railway Exhibits Weird Collec- 
tion of Slug Coins 


BAG of coins, collected from the Boston 
Elevated Railway coin boxes and ex- 
hibited at a union hearing, held in Boston on 
September 2nd, showed that passengers had 


paid their fares with Portugese, French, 
Spanish, German, Russian, and South Ameri- 
can coins, and even with trick coins, showing 
a dime on one side and a cent on the other. 
In addition to this weird assortment, 38,560 
metal slugs were dropped into the Boston 
Elevated coin boxes during the first six 
months of the year 1933. 


Minnesota 


Higher Taxi Rate Sought under 
NRA Code 


| Pages discussion of a proposed increase 
in minimum taxicab rates provided by the 
Minneapolis city ordinance awaited receipt of 
definite information of provisions of the NRA 
code for the cab industry. Conflicting state- 
ments regarding the code were heard by the 
city council licenses committee August 31st 
when it met to consider a request of the Yel- 
low Cab Company for a higher rate. 

Counsel for the Yellow Cab Company in- 
formed the committee that their company 
could not comply with the code as tentatively 
drawn without a rate raise. H. J. Kuhlman 
of the Liberty Cab Company said his firm 
stands to lose business by any increase in 
rates. 

The sentiment of the committee was that 
the companies should be able to work out an 
increase in the minimum rate by mutual 
agreement, without changing the ordinance, 
and suggested that agreement of the Yellow 
to give up concessions at hotels and railway 
stations probably would induce the Liberty 
to agree to a rate increase. The group ad- 
journed until September 11th to await com- 
pletion and approval of the code and to give 
the companies a chance to agree on a new rate 
proposition. 

M. R. Keith, representing the Utility Sub- 
scribers’ Association, was responsible for the 


suggestion that no action be taken until code 
provisions are known definitely. Cab riders 
are willing to pay more for service if they 
are assured the increase will benefit the driv- 
ers, he said. 


> 


City Council Debates Action on 
Gas Rates 


| arr vague of the necessity of action on 
the matter of gas rates adjustments by 
the approach of the time, October 2nd, when 
a decision must be made, a group of alder- 
men prepared to demand that the city carry 
out a revaluation of the Minneapolis Gas 
Light Company as a preliminary to estab- 
lishing a new gas rate for the next three 
years, according to an announcement in the 
Minneapolis Journal of September 2nd. 

Another group declared it will be difficult 
for the city to raise the $50,000 or $75,000 
needed to finance a revaluation, and that the 
less expensive and more certain method of 
negotiation could be used to produce a satis- 
factory result. 

Declaring the company has “turned the city 
down flat” on a fair proposition, the proposal 
for a 19.4 per cent reduction, Alderman 
Henry H. Bank said it is impossible for the 
two parties to negotiate, and that a revalua- 
tion by the city of Minneapolis is the only 
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way to obtain the reduction in gas rates. 

The opposite view was taken by Aldermen 
O. T. Turner and Victor E. Johnson. Mr. 
Turner said a complete revaluation is not 
necessary, but that a result just as satisfac- 


tory could be obtained by bringing former 
valuations up to date with allowances for 
depreciation. It is not necessary to repeat 
the whole operation and spend a lot of 
money, he said. 


v 
New Jersey 


Motion for Rate Case Delay 
Held in Abeyance 


HE New Jersey Board of Public Utility 
Commissioners on August 28th, after lis- 
tening to extensive argument, decided to hold 
in abeyance decision on a motion by Thomas 
N. McCarter, president of the Public Service 
Electric & Gas Company, to postpone indefi- 
nitely hearings on the electric rate of that 
company. President Autenrieth of the com- 
mission said the commission felt conditions 
were so uncertain it could not pass on the 
motion. He added the making of rates in- 
cluded a forecast of future conditions. 
“We have come to the conclusion,” he said, 


“not to act on the motion, but to allow the 
matter to rest. Later, if definite facts are 
presented to the board, the board might be 
in the position to act on the motion.” 

The commission had previously adjourned 
the hearings to September 15th. 

In arguing the motion before the commis- 
sion, Edmund W. Wakelee, vice president in 
charge of the company’s law department, made 
particular reference to the National Indus- 
trial Recovery Act and to the uncertainties as 
the result of the code on the operating ex- 
pense of the company. He argued that the 
Public Service Company did not know what 
prices it would have to pay in the future for 
its commodities, nor exactly what the change 
in wages would be or other factors involved. 


@ 
New York 


Utility’s Figures on NRA Cost 
Challenged 


yes figures on the effect of the NRA 
on the operating expenses of the gas 
companies of the Consolidated group were 
ordered on September 6th by the public serv- 
ice commission at the hearing on temporary 
emergency rate reductions. The commission 
requested the utilities to submit the data on 
the following day when the hearing was re- 
sumed. At a previous hearing, Franklin H. 
Nickerson, vice president of the Consolidated, 
testified that compliance with the NRA would 
increase the payroll of the companies by 
$2,000,000 a year. He said additional ex- 
penses would be incurred by administering 
the provisions of the act and by increased 
cost of materials as a result of the applica- 
tion of codes to other industries. 

Commissioner Neal Brewster, who presided 
at the hearing, said that Mr. Nickerson’s esti- 
mate was too general and that evidence should 
be presented to show how he had arrived at 
the payroll figure, how coal contracts would 
be affected, and the extent to which the cost 
of materials would be increased. 

William L. Ransom, utility counsel, said 
the field was too broad to permit the immedi- 
ate compilation of detailed reports, but stated 


that the company would make “every effort” 
to obtain the data for the next hearing. Cross- 
examination of Mr. Nickerson by Russell 
Burnside, assistant counsel for the commis- 
sion, disclosed that revenues and operating 
expenses had decreased during the last three 
years. Mr. Nickerson testified that total gas 
sales of the Consolidated companies decreased 
from $38,542,464 in 1930 to $37,534,495 in 1931 
and to $36,247,412 in 1932. Operating ex- 
penses, including taxes, but excluding retire- 
ment expenses, decreased from $29,204,829 in 
1930 to $27,851,229 in 1931 and to $25,981, 732 
in 1932, Mr. Nickerson said. 

During previous hearings which resulted in 
the recent order reducing electric rates by 6 
per cent in the metropolitan area of New 
York city, Chairman Maltbie on August 10th 
had ruled out testimony tending to show the 
possible effect of the blanket code of the Na- 
tional Industrial Recovery Act on the operat- 
ing expense of the Staten Island Edison Cor- 
poration. Mr. Maltbie said that no public 
utility in the jurisdiction had yet been able to 
show a statement from the National Recovery 
Administration asking it to sign a code, and 
that there was no evidence of what the effect 
would be if the code were adopted. Since 
that date, however, all utilities involved, both 
gas and electric, have signed a blanket code 
agreement applicable to utilities. 
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Power Rate Fight Reveals Low- 
eral Utility Payrolls 


_ that the companies that have 
opposed a 6 per cent cut in electric rates 
on the ground of added expenses under their 
NRA programs have not increased their pay- 
rolls to the level of April, 1932, was offered 
on September Ist before the public service 
commission. 

Appearing before Chairman Milo R. Malt- 
bie, Floyd L. Carlisle, chairman of the board 
of trustees of the Consolidated Gas Company 
and head of the committee which drafted the 
NRA code for the industry, gave figures on 
the proposed increases in payrolls. The hear- 
ing was the first on the application of the 
companies to the commission for a reconsid- 
eration of the temporary cut in rates ordered 


in the metropolitan area of New York city. 

Seven companies of the Consolidated Gas 
group will increase their payrolls by a total 
of $4,859,000 annually under the president’s 
agreement, Mr. Carlisle testified during ex- 
amination by William L. Ransom, counsel 
for the utilities corporation. 

Under cross-examination by Jerome Count, 
attorney for the Brotherhood of Edison Em- 
ployees, it was brought out that this figure 
was $141,000 under the average payrolls of 
oo companies for the April, 1932, pe- 
riod. 

Other testimony by William W. Erwin, vice 
president of the New York Edison Company 
and the United Electric Light and Power 
Company, sought to show that as a result of 
the NRA program, the companies would pay 
an average of 29.6 per cent more in the future 
than in the past for materials. 


z 
Ohio 


Sewage Rental Plan to Cost 
$4.50 per Family 


Se Columbus city council was reported 
on August 3lst as ready to adopt a sew- 
age rental plan to finance its sewage disposal 
system, upon recommendations of city engi- 
neers and accountants. While none of the 
official figures were obtainable for publication 
at that date, computation on the basis of 
known estimates places the probable sewer 
rental charges at approximately $4.50 for the 
average family of five, according to the 
Columbtis Evening Dispatch. Basis of the 
computation is the water consumption, which 
engineers seem agreed is the best basis for 
such a rental charge. 


> 


Utilities Hike Wages 5 Per Cent 
under NRA 


M= than 1,400 employees of the Co- 
lumbus Railway, Power & Light Com- 
pany have been granted a 5 per cent wage 
increase effective September 2nd, according 
to an announcement by John Poston, vice 
president of the company, who said this 


means an added purchasing power to the 
community of $100,000 annually. This volun- 
tary increase in wages was made in con- 
formity with the spirit of the aims of the 
National Recovery Act. Both the electric 
light and power phase and the street railway 
branch of the company’s business are affected. 
No salaried official of the company will be 
affected, however, Mr. Poston said. 


¥ 


Municipal Plant May Conform 
to NRA Code 


Co city officials have been wrestling 
with the problem which the NRA pre- 
sents in respect to the municipal light. plant 
and the city division of water, it was revealed 
on August 23rd by Mayor Henry Worley. 
Possibilities that both of these divisions will 
come under the NRA code, since a specific 
part of the code relates to such municipally 
owned enterprises, seemed likely. Mayor 
Worley also said that where possible the 
provisions of the NRA would be extended 
to other city departments, if any plan can 
be worked out to carry on their work with- 
out increasing the city’s operating expenses. 


e 
Pennsylvania 


Commission Chairman Urges 
Utility Rate Cut 


pas utility companies were told on Sep- 
tember 6th by C. Jay Goodnough, chair- 


man of the public service commission that 
they must voluntarily lower electric rates. 
The commissioner spoke for the Pinchot 
antiutility administration at the opening of 
the 26th annual convention of the Pennsyl- 
vania Electric Association in the Bedford 
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Springs Hotel. Leading utility executives 
from all parts of the state were in attendance. 
In supporting his argument for reduced 
rates by facts and figures, Chairman Good- 
nough declared the public service commission 
would not tolerate an evasion, dalliance, or 
defiance on the part of electric companies. 
“Excessive rates, inadequate service, and 
capital juggling must go,’ Goodnough said, 


“and public service companies must become in 
truth what their name implies.” Goodnough 
said technical improvements, operating econo- 
mies, and increased consumption should have 
brought about electric reductions greater than 
the general decline in prices. In the 
three years, he said, living costs had declined 
22.9 per cent, while light rates declined only 
44 per cent. 


e 


Tennessee 


Knoxville Council Votes Public 
Plant Election 


Aa on November 11th to deter- 
mine the will of the people of Knoxville 
on the question of building or buying a mu- 
nicipal power plant for the city’s use of 
Muscle Shoals-Norris Dam power was en- 
dorsed by the council’s power committee on 
September 4th. The vote of the committee, 
composed of Councilman Cockrum, chairman, 
and Councilmen Karns and Smithson, was 
unanimous. Favorable action followed on the 
part of the city council. 

On September 2nd, the Knoxville News- 


Sentinel revealed that power enough to sup- 
ply the needs of several cities the size of 
Knoxville and Chattanooga, and a large area 
lying along the transmission line to be built 
between Muscle Shoals and Cove Creek dam 
is now available from the Muscle Shoals 
hydroelectric plant without additional instal- 
lation. This revelation was attributed to Dr. 
Walter N. Polakov, technical expert enlisted 
by the Tennessee Valley Authority to work 
with David E. Lilienthal of the authority. 
This statement of the present existence of 
surplus power for the Knoxville area was 
declared to be in “almost direct contradiction 
to the anti-Shoals propaganda of the past 
seven years.” 


7 


Texas 


Natural Gas Utility Adds 
400 Workers 


oO of the Lone Star Gas system 
under the NRA code for the natural gas 
industry, made effective on August 21st, will 
give employment in the immediate future to 
approximately 400 persons and increase pur- 
chasing power by a minimum of $500,000 a 
year, according to a statement by L. B. Den- 
ning, president of the company. Companies 
comprising the system are the Lone Star Gas 


e 


Company, Dallas Gas Company, Forth Worth 
division of Lone Star, County Gas Company, 
Municipal Gas Company, Community Natural 
Gas Company, Lone Star Gasoline Company, 
Texas Cities Gas Company, Stamford and 
Western Gas Company, and Northwest Tex- 
as Gas Company. The above-mentioned util- 
ities operate in Texas and Oklahoma terri- 
tory.. 

Employment increases will be principally in 
the field, pipe lines, and compressor-station 
operations. Most of the additional employees 
already have been engaged. 


Virginia 


state corporation commission on August 28th 


Utilities See Cost Increases 
under the NRA 


FFICIALS of the three major power com- 
panies operating in Virginia told the 


that signing the NRA code would increase 
the cost of supplying electric service by 
$415,000 a year. They indicated, however, 
that they were prepared to conform to the 
code requirements. 
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Allen J. Saville, director of the commis- 
sion’s investigation of electric light and power 
rates, called the conference to determine the 
probable effect of the NRA conformation on 
the companies’ net earnings. The Virginia 
Electric & Power Company, the Virginia Pub- 
lic Service Company, and the Appalachian 


e 


Electric Power Company were represented at 
the hearing. Because they were eager to en- 
list in the NRA as soon as possible, compa- 
nies’ representatives said that shorter hours 
and increased wages already had been inaugu- 
rated in some departments of the electric 
utilities. 


Washington 


Four Utilities File Appeal 
Notices 


A“ appeal from the recent state depart- 
ment of public works order granting 10 
to 35 per cent irrigation and spray power rate 
reductions, was filed on August 29th in Thur- 
ston county court. Separate appeals were en- 
tered by the Pacific Power & Light, Puget 
Sound Revol & Light, and Washington Wa- 
ter Power companies. A writ of review and 
a supersedeas order were asked. It would set 
aside the state order until a review of the 
case could be heard. 

When the department issued its order for 
reduction in rates of approximately $175,000 
a year, it reduced the companies’ rates of re- 
turn, already below a minimum, power at- 
torneys argued. The department’s order vir- 


tually held that approximately 5 per cent was 
a reasonable rate of return, whereas, accord- 
ing to power company attorneys, the courts 
have usually held that a utility deserved not 
less than 7 per cent return. 

On September Ist, the Pacific Telephone 
& Telegraph Company revealed that it had 
applied to the Supreme Court of the United 
States to prevent the city of Seattle from 
compelling it to pay a license or occupation 
tax on its gross income. The company as- 
serted the ordinance imposing the tax was so 
vague and indefinite in its definition of gross 
income as to render it impossible to figure 
the amount of tax with reasonable certainty. 
It protested it should not be exposed under 
such circumstances to criminal penalties for 
failure to comply with the ordinance. The 
state supreme court of Washington recently 
sustained the ordinance. 


eS 
West Virginia 


Dissenting Opinion Filed in 
Wheeling Gas Case 


Aa opinion in the Wheeling gas 
rate case in which he found a rate of 41 
cents a thousand cubic feet as fair and rea- 
sonable was filed on August 20th by C. E. 
Nethken, member of the public service com- 
mission. The majority of the commission 
filed an opinion last May in which a rate of 
52 cents charged by the Natural Gas Company 
of West Virginia for the Wheeling territory 
was held not to be “unjust, unreasonable, ex- 
tortionate, or unlawful,” and dismissed a 
complaint of the city. i 

The majority members at that time were 
Chairman I. Wade Coffman and Alexander 
M. Mahood, republicans. Commissioner 
Nethken was the Democratic member. Since 
then Chairman Coffman’s term expired and 
John J. Preston, Democrat, of Charleston was 
named to succeed him. 

By a series of deductions, Nethken arrived 
at $2,994,515.32 as the value of the company’s 


property allocated to West Virginia. The 
majority report fixed the figure at $4,703,519. 
Commissioner Nethken said he was convinced 
the undepreciated value of the Natural Gas 
Company’s property “used and useful in the 
public service, including undistributed con- 
struction costs,.interest during construction, 
and such going value as it may have, but not 
including leaseholds and working capital, does 
not exceed $8,557,059.92.” 

He held that sum should be depreciated 333 
per cent to $5,704,950. He then allocated 46 
per cent to West Virginia or $2,624,277 and 
added the lease holdings and working capital 
figures to arrive at the final rate base of 
$2,994,515.32. 

The majority report fixed the allocation of 
properties at 50 per cent for West Virginia 
and the other half to Ohio and Pennsylvania. 
Judge Nethken took exception to a majority 
of 6,846.15 for working capital and ad- 
justed it to $559,234.50. Much of the deduc- 
tion was in figures for gas sold by the Manu- 
facturers Light and Heat Company to the 
Natural Gas Company of West Virginia. 
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The Latest Utility Rulings 





Power Rate Cuts Ordered by Alabama Commission 


HE Alabama Public Service Com- 

mission on September 2nd ordered 
a downward revision in the residential 
and rural rates and charges of the Ala- 
bama Power Company in an amount 
designed to save the utility’s consumers 
approximately $397,000 a year. The re- 
vised rates, to all practical purposes, be- 
came effective immediately and will be 
reflected in the September bills of the 
utility’s patrons. All existing residen- 
tial rates in effect were canceled and 
two new classifications, “urban and sub- 
urban,” were established as a base for 
the new rates. 

Under the order, the average custom- 
er living in a 6-room house and using 
15 kilowatt hours monthly will have his 
bill reduced from $2.10 to $1.61 or a 
saving of approximately 23.3 per cent 
under the old rates. Two new sets of 
rates were set out under the order, 
termed a “present rate” and an “objec- 
tive rate.” The present rate will apply 
to consumers who do not increase their 
use of current and will result in a sub- 
stantial reduction under the old rates. 


The objective rate will apply to consum- 
ers who increase their use of power and 
offers to the consumer an opportunity 
of using more power without increasing 
his present bill. The present rate will 
remain in effect for three years from 
September lst, while the objective rate, 
unless recalled, will be permanent. 

Members of the commission and offi- 
cials of the Alabama Power Company 
conferred behind closed doors through- 
out September Ist, and it was following 
this conference that the announcement 
was made that “there will be some 
changes made in present rates.” 

A few days earlier, on August 29th, 
the commission had ordered a reduction 
of approximately 16.6 per cent in the 
electric energy rate charged cotton gin- 
ners by the Alabama Power Company. 
This order of the commission also di- 
rected the utility to reduce its seasonal 
minimum per horsepower from $7 to 
$6 to cotton ginners, and to establish a 
5 per cent discount for prompt payment 
of bills. Re Alabama Power Co. Docket 
6483. 


e 


Power Rate Cut by New York Commission in Queens Borough 


A“ 18 per cent reduction in the elec- 
tric rates charged by the Queens 
Borough Gas and Electric Company for 
one year starting September 18th was 
ordered on August 3lst by the public 
service commission of New York. This 
reduction is proportionately the most 
substantial yet ordered by the commis- 
sion. It is expected to save the com- 
pany’s customers about $435,000 a year. 
The action was in line with the commis- 
sion’s statewide investigation of gas and 
electric companies the aim of which is 
to put into effect rates in line with the 


depression incomes of the consuming 
public. Although apparently drastic of 
itself, the reduction, it was disclosed, 
was a compromise. Chairman Milo R. 
Maltbie of the public service commis- 
sion urged a 20 per cent cut. The 
recommendation, however, failed of 
commission approval by the margin of 
one vote. 

Commissioner Brewster, in his opin- 
ion holding an 18 per cent cut the 
maximum that should be imposed, based 
his argument on his conviction that such 
a reduction would be the maximum that 
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the courts would approve. He took the 
same stand in the case of the six Con- 
solidated Gas subsidiary electric compa- 
nies whose rates were reduced by 6 
per cent two weeks before. 

Chairman Maltbie asserted that even 
with a 20 per cent rate cut the reduced 


income taxes would provide revenues 
for the concern sufficient to enable it to 
pay all interest charges, preferred divi- 
dends, and common stock dividends of 
16.3 per cent without affecting the sur- 
plus at all. Re Queens Borough Gas & 
Electric Co. 


e 


Certificate Right Must Be Exercised to Be Entitled to Protection 


LTHOUGH it is the policy of the 
California commission to protect 
existing adequate utility service at rea- 
sonable rates, where conducted with due 
authority, from invasion or interference 
by unwarranted competition, it cannot 
extend such protection to utilities that 
obtain certificate rights and fail to exer- 
cise them until competition threatens. 
It appears that last January the Gas 
Fuel Service Company, a California cor- 
poration, filed a petition asking the com- 
mission for a certificate to furnish nat- 
ural gas service in Fresno and Kings 
counties. On March Ist the Coast 
Counties Gas and Electric Company, a 
California corporation, asked the com- 
mission for similar authority to serve 
natural gas in Fresno county, and on 
March 7th the West Side Natural Gas 
Company, a California corporation, 
asked the commission for authority to 
serve sections in Kings county. Between 
the three applicants the commission for 
various reasons stated favored the Gas 
Fuel Service Company. 

The Southern California Gas Com- 
pany, however, a California corporation, 
which had already been in the field but 
not serving the particular territory in- 
volved, entered an appearance and com- 
plaint protesting against the granting of 
a certificate to the Gas Fuel Service 
Company, and claimed the right to serve 


natural gas to consumers of Kings and 
Fresno counties under a certificate 
granted by the commission in 1929. 
Overruling the protest of the Southern 
California Gas Company, the California 
commission held that a certificate not 
exercised in any particular territory or 
to any particular class of consumers is 
not entitled to protection from the com- 
mission after a newcomer, able and will- 
ing to render service, has entered the 
field, and said that a utility not exercis- 
ing a certificate should be placed in the 
same category as a utility without a cer- 
tificate when competition comes knock- 
ing at the door. 

The commission pointed out that cer- 
tificates are granted to be exercised pur- 
suant to a showing of convenience and 
necessity and when a utility possesses a 
certificate granting it the right to serve 
a territory it should proceed with due 
diligence to exercise the same within a 
reasonable time, and if it does not it has 
no just cause for complaint when a vigi- 
lant and persuasive utility is allowed to 
enter the field. The commission also 
stated that a utility handling two sources 
of service (electricity and natural gas) 
will not be permitted to stifle the devel- 
opment of the cheaper service. Re Gas 
Fuel Service Co. et al. (Application 
Nos. 18672, 18739 & 18746, Decision 
No. 26178.) 


e 


Going Concern Value Estimated in New York Water Utility Case 


is well settled that going concern 
value for utility rate-making pur- 
poses is not synonymous with the term 
“good will.” On the other hand, it 


seems to be equally well settled that go- 
ing concern value cannot be exactly esti- 
mated by the amount of past operating 
deficits. In a recent rate-making deci- 
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sion of the New York commission, in- 
volving a private water utility which 
serves the city of Utica, a majority opin- 
ion by Commissioners Brewster and 
Burritt makes a rather interesting state- 
ment of the method used there to deter- 
mine the amount of going concern value 
of the utility’s property, the rate base 
of which was estimated at $5,850,000 as 
compared with the company’s claim of 
$12,715,400 and the city’s claim of 
$4,354,602 : 


“As has been pointed out heretofore we 
are valuing a water company in‘an old and 
established community where the use of 
water is a necessity and it is not necessary 
to educate the public in the use of the com- 
modity the company has to dispose of. The 
element to be valued is that of an assembled 
and established plant actually serving its 
patrons over and above an assembled plant 
ready to serve. To say that it would take 
three years for this company to become ‘an 
established plant doing business and earn- 
ing money’ we cannot believe. Common 
sense requires us to disregard the many un- 
warranted assumptions in Pirnie’s conjec- 
tural estimate. We believe it is reasonable 
to assume that a water company would have 
a very considerable number of consumers 
attached and receiving service when the 
plant is finally and fully completed and that 
the remaining customers would be attached 
within a year from that time. 

“We are not measuring going concern 
value by the financial success of the com- 
pany, because that would be to tax the 


consumer for his past patronage. We are 
determining that element of the rate base 
which is represented by the lag between 
the start of the plant and its establishment 
as a going concern earning money. While 
a considerable patronage would normally 
accrue before final completion of the plant 
there would be some lag in the first year 
before sufficient consumers were attached 
to bring it to the stage of ‘doing business 
and earning money’ contemplated by the 
court in the Des Moines Gas Company 
Case. We believe that a fair allowance for 
this element is $200,000. 


On the question of the amount of 
return allowable, witnesses for the com- 
pany testified that rates calculated to 
yield in excess of 8 per cent return 
would be necessary. The commission 
disagreed, however, stating that because 
the commission several years ago al- 
lowed 8 per cent return and later 74 
and 7 per cent to certain electric and 
gas companies, there was no reason why 
a similar liberal allowance would have 
to be made in the case of an established 
water company under prevailing eco- 
nomic conditions. The commission held 
that a 6 per cent return was a reasonable 
amount as compared with the city’s 
contention for a return of 5 per cent. 
Donnelley et al. v. Consolidated Water 
Co. of Utica. (Cases Nos. 6958, 7042, 
7043, 7202.) 


e 
Driver-rental Cab Operation Flayed by Maryland Commission 


ULMINATING a series of prolonged 

hearings involving much bickering 
and bitterness as well as a few inci- 
dents of comedy the Maryland Public 
Service Commission on August 10th 
finally handed down a noteworthy de- 
cision affecting competitive taxicab op- 
erations in the city of Baltimore. On 
December 13, 1932, the commission on 
its motion ordered the reopening of a 
formal investigation of the taxicab 
situation in the Monumental city as a 
result of numerous complaints filtering 
into the commission’s office charging 
violation of rules laid down by a formal 
order of the commission as well as vio- 
lation of the statute enacted by the 


general assembly of Maryland in 1931 
placing the operation of the taxicabs 
completely under the jurisdiction of the 
commission. 

On the subject of rates, the commis- 
sion did not feel warranted at this time in 
establishing a higher fare than that fixed 
by its former order, especially in view 
of the fact that at least one organization 
in Baltimore—a bona fide mutual asso- 
ciation of individual operators—ap- 
peared to be operating profitably at the 
existing rate. 

The most striking feature of the com- 
mission’s opinion, however, was its de- 
nunciation of the so-called “driver-rent- 
al” system. It appeared that 
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prior to the passage of the Taxicab Act 
of 1931, certain interests, whose prin- 
cipal business appeared to be the deriv- 
ing of revenue from the drivers of the 
taxicabs rather than from the consum- 
ing public, used to “rent” cabs to driv- 
ers for a fixed sum per day allowing 
such drivers to keep whatever, if any- 
thing, was left over from their receipts 
after their payment of such fixed sum. 
Subsequent to the passage of the act 
these interests organized a corporation, 
and adopted a scheme of “selling” cabs 
to drivers for a small and nominal 
down-payment, the balance to be paid 
at the rate of $5 a day, which included 
$2.25 per day on the cab, $1.25 for insur- 
ance, and $1.50 for “association” dues. 


The commission refused to ban the 
use of light sedans. It regretted that it 
could not help the individual cab opera- 
tors in their apparently futile competi- 
tion with companies and mutual organi- 
zations but found that their extinction 
was simply a result of inevitable eco- 
nomical trends. It called attention to 
the NRA code applicable to taxicab 
drivers limiting working hours to forty 
a week and minimum wages to $15 per 
week and expressed the hope that all 
operators could codperate with the 
President’s program. The use of dis- 
tinct color schemes was restricted to op- 
erators of five or more cabs. Re Regu- 
lation and Control of Taxicabs (No. 
3303). 


e 


Other Important Rulings 


HE Maryland Circuit Court of 
Baltimore City has held, in a suit 
for injunction by the Washington, Balti- 
more & Annapolis Railroad to restrain 
the competitive operations of a bus line, 
that—where the state public service 
commission which was a codefendant 
with the bus line company, had elected 
to appeal to a higher state court from 
the action of the lower court in over- 
ruling the commission’s demurrer to the 
suit—the lower court then has no juris- 
diction to proceed to a hearing on the 
merits of the case, notwithstanding the 
fact that the other defendant—the bus 
line company—did not elect to take such 
appeal. Williams v. West et al. 


During the last week of August, an 
order temporarily restraining the public 
service commission from enforcing the 
6 per cent rate reduction orders against 
six gas and electric utility companies, 
members of Consolidated Gas, was is- 
sued by Supreme Court Justice Schenck 
pending application for a permanent in- 
junction. The application for a per- 
manent injunction was to have been 
heard at Kingston before Supreme 


Court Justice Loughran on September 
Ist. Re New York Edison Co. et al. 


A petition by Hillside, N. J., residents 
for a 5-cent fare between that township 
and Newark was denied on August 30th 
by the New Jersey Public Utilities Com- 
mission. The fare is now 10 cents from 
most sections of Hillside to Newark. In 
its opinion the commission stated 
“proofs before us indicate the proposed 
extension (of the 5-cent fare zone) 
would create further losses in operation 
which can only result in reduced serv- 
ice.” Re Public Service Co. 


Orders to all public utility companies 
to file immediately copies of contracts 
with, and statements of fees paid to, 
holding companies or affiliated concerns 
were issued on August 25th by the West 
Virginia Public Service Commission. 
This information heretofore has not 
been required. Commission members 
said the action was taken to get a “com- 
plete picture” from a bookkeeping 
standpoint of every utility in the state. 
Municipally owned concerns were ex- 
empted. 


Nore.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 
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